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CHAPTER  I 
INTRODUCTION 


This  manual  has  been  prepared  to  assist  Pro- 
fessional Standards  Review  Organizations    (PSROs)  in 
the  design  and  implementation  of  financial  management 
and  accounting  systems  to  enable  the  PSRO  to  meet 
its  financial  information  needs.     The  PSRO  Financial 
Management  and  Accounting  System   (PSRO-FMAS)  de- 
scribed in  the  remainder  of  this  manual  provides 
the  necessary  cost  data  to  complete  the  cost  reports 
required  in  the  Federal  Reports  Manual  PSRO  Management 
Information  System  (PMIS). 

The  PSRO  Financial  Management  and  Accounting 
System  is  not  intended  to  be  a  mandatory  system.  Rather 
it  is  a  procedural  method  for  compiling  financial  data 
for  management  and  grant  purposes.     The  system  is  easily 
adapted  by  PSROs  because  of  its  traditional  format  and 
its  medical  care  review  program  orientation.     It  is 
designed  as  a  simple  manual  system  which  does  not  require 
sophisticated  accounting  training  to  initiate  and  use. 
It  is  also  designed  as  a  basic  system  which  can  be 
augmented  by  a  PSRO  which  seeks  to  obtain  more  complex 
financial  data,  and  is  readily  adaptable  to  automated 
data  processing.     All  of  the  recommended  forms  in  this 
manual  are  for  illustration;   PSRO  accounting  personnel 
may  develop  forms  using  standard  bookkeeping  supplies 
available  in  most  office  supply  stores. 

The  cost  reports  in  the  Federal  Reports  Manual 
PMIS  are  mandatory  for  reporting  PSRO  Federal  review 
activities.     The  PSRO-FMAS  can  be  used  to  meet  this 
requirement.     The  system  can  also  be  used  to  generate 
additional  financial  management  reports  for  operational 
control,   budgetary  support,   and  special  studies. 

Some  smaller  PSROs  may  require  a  minimal  account- 
ing system,   possibly  consisting  of  onlv  cash  receipts 
and  disbursement  records.     In  those  instances,  some 
parts  of  the  system  proposed  in  this  manual  may  be 
inappropriate.     The  remainder  of  this  chapter  discusses: 
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•  Organization  and  Use  of  the  FMAS 

•  PSRO-FMAS/Cost  Information  Flow 

•  FMAS  Overview 

•  HSQB  Cost  Reporting/Budgeting  Procedure 

•  PSRO  Documentation 

The  importance  of  good  accounting  and  financial  manage- 
ment for  PSROs  cannot  be  overemphasized.     Annual  audits 
of  all  expenditures  under  the  grants  from  the  Federal 
government  are  required  to  certify  that  funds  were  ex- 
pended according  to  the  policies  and  procedures  governing 
the  expenditure  of  PSRO  grant   funds.     The  burden  of  good 
financial  management  is  borne  by  the  managers   and  the 
board  of  directors  of  the  PSRO.     The  principles   set  forth 
in  this  manual  will  facilitate  both  the  financial  manage- 
ment and  the  process  of  the  audit.     Audit  guidelines 
approved  by  the  American  Institute  of  Certified  Public 
Accountants  have  been  issued  as  PSRO  Transmittal  No.  66-- 
Guide  for  Audits  of  Professional  Standards  Review  Organ- 
izations.    Adherence  to  these  guidelines,  and  to  the 
principles  in  this  manual,  will  minimize  the  amount  of 
time  required  for  the  audit. 


Organization  and  Use  of  the  FMAS 

The  manual  is  organized  to  provide  a  general 
description  of  the  financial  management  and  accounting 
process;  and  a  detailed  description  of  budgeting, 
accounting,   and  reporting  systems  and  procedures.  The 
organization  and  content  of  the  FMAS  is  shown  in  Figure 
1-1.     The  techniques  illustrated  in  this  manual  should 
be  adaptable  to  PSROs  in  various  stages  of  development. 

The  main  users  of  this  manual  will  be  PSRO  financial 
managers  responsible  for  recording  and  reporting  the  PSRO 
financial  operations.     PSRO  directors  will  also  be 
interested  in  the  manual  since  it  covers  the  budgeting 
process  and  resource  planning. 

PSRO-FMAS  Cost/Information  Flow 

An  overview  of  the  PSRO-FMAS  cost  and  accounting 
information  flow  is  presented  in  Figure  1-1.     The  PSRO 
financial  operating  parameters  are  established  in  the 
following : 

•        Federal  Reports  Manual 
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•  PSRO  Grant  Application  and  Instructions 

•  PSRO  Financial  Management  Accounting  System 

•  Chapter  XXIV,  PSRO  Program  Manual — PSRO 
Financial  Management  and  Reimbursement 

•  PSRO  Grant  Award 

•  Instructions  to  Recipient  Organizations  for 
Use  of  Letter  of  Credit 

•  Part  74  of  Title  45,  Code  of  Federal  Regula- 
tions, Subparts  A  through  Q 

•  PSRO  Transmittal  No.  46 — Reimbursement  to 
Delegated  Hospitals  and  PSROs  Under  Section 
112,   P.L.  94-182 

•  PSRO  Transmittal  No.   64 — Reimbursement  to 
PSRO  Delegated  Hospitals  Not  Participants  in 
the  Medicare  Program 

•  PSRO  Transmittal  No.   66 — Guide  for  Audits  of 
Professional  Standards  Review  Organization 


FMAS  Overview 

The  FMAS  is  composed  of  three  major  component 
systems : 

•  Budgeting  System—The  budgeting  system  is 
designed  to  support  the  planning,  programming, 
and  budgeting  activities  of  the  PSRO. 

•  Accounting  System — The  accounting  system  is 
the  keystone  of  the  financial  management  pro- 
cess.    It  is  the  mechanism  for  accumulating 
and  controlling  the  financial  transactions  of 
the  PSRO. 


-  4  - 


•    Reporting  System — The  final  element  of  the 
financial  management  system  is  the  reporting 
system.     This  system  provides  the  financial 
data  required  for  internal  management  control 
and  external  reporting. 

Three  system  components,  budgeting,  accounting, 
and  reporting,  represent  three  discrete  subsystems  of 
the  FMAS.     The  strength  of  the  PSRO-FMAS  is  in  the 
integration  of  these  subsystems  within  one  overall 
system  to  provide  the  necessary  financial  data  to 
budget,  control,  and  evaluate  the  activities  of  the 
PSRO  throughout  the  management  process.     A  synopsis  of 
each  subsystem  is  described  in  the  following  paragraphs. 

The  Budgeting  System 

The  planning  and  budgeting  processes  represent  the 
initial  steps  of  the  PSRO  management  cycle,  and  should 
be  interfaced  with  the  grant  award  process  as  specifically 
described  in  the  PSRO  Grant  Application  and  Instructions. 
Performance  of  this  function  provides  the  framework 
for  developing  a  systematic  method  for  controlling  the 
remaining  management  functions  of  accounting,  reporting, 
and  analysis. 

Planning  in  a  PSRO  should  consider  both  financial 
and  non-financial  operating  factors  over  a  multi-year 
period.     In  most  instances,   PSRO  administrators  should 
plan  in  detail  for  a  one  to  two  year  period  (near- 
term)  and  plan  in  less  detail  for  the  longer  range 
(three  to  five  years) .     Budgeting  is  a  form  of  planning 
which  emphasizes  financial  factors  related  to  a  specific 
time  period,  usually  a  year;   and  reflects  the  best 
estimate  of  the  future  operations  of  the  PSRO. 

The  major  operations  involved  in  PSRO  planning 
and  budgeting  include: 

•  Establishing  basic  activity  plans; 

•  Estimating  program  cost; 

•  Developing  budgets; 
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•  Implementing  budget  programs. 

The  PSRO-FMAS  has  been  developed  to  support  the 
PSRO  in  the  planning  and  budgeting  processes.     In  this 
context,  formats  for  budget  preparation  have  been 
developed  to  assist  PSROs  in  the  development  of  their 
short-    and    long-term  planning  function. 

The  PSRO  budget  for  the  Health  Care  Financing 
Administration/Health  Standards  and  Quality  Bureau  (HCFA/ 
HSQB)   grant  is  assembled  in  four  parts,  each  part  repre- 
senting specific  activities  which  will  be  paid  for  by  two 
funding  sources — HCFA,   appropriated  by  the  Congress, 
and  the  Medicare  Trust  Funds.     The  major  categories  of 
activity  and  the  funding  sources  are: 

•  Part  I — HCFA  Appropriated  Funds 

Program  Management 
Program  Support 
Long-Term  Care  Review 
Ambulatory  Care  Review 

•  Part  II — Medicare  Trust  Funds 

Admission  Certification  and  Continued 

Stay  Concurrent  Review 
Nondelegated  Medical  Care  Evaluation 

Studies 
Other  Review 

•  Part  III — Medicare  Trust  Funds 

Areawide  Hospital  Review 

•  Part  IV — Medicare  Trust  Funds 

Delegated  Hospitals  Review  Costs 
(Reimbursed  directly  to  delegated  hospitals) 

This  four-part  budget  will  be  prepared  for  each  spe- 
cific HCFA  grant  period  as  part  of  the  renewal  process. 

The  Accounting  System 

The  accounting  system  is  comprised  of  a  series  of 
accounting  records  and  procedures  utilized  to  classify, 
record,  and  control  the  financial  transactions  of  the 
PSRO.     The  design  of  the  accounting  system  component 
is  based  on  the  double  entry  system  of  accounting  and, 
as  such,  has  been  configured  to  accumulate  and  control 
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financial  transactions  to  facilitate  comparisons  of  bud- 
get and  actual  costs  and  to  provide  adequate  internal 
control  of  the  fiscal  operations  of  the  PSRO. 

Specifically,  the  accounting  system  addresses  the 
following  areas: 

•  General  Ledger  Function 

•  Revenue  and  Accounts  Receivable  Function 

•  Payroll  Function 

•  Purchasing  and  Disbursement  Function 

•  Establishing  and  Maintaining  the  General 
Ledger 

•  Trial  Balance  Function 

Each  of  these  areas  is  then  addressed  in  relation- 
ship to  the  accounting  cycle  of  the  organization  in 
terms  of  specific  records  and  procedures  to  record  the 
transactions . 

The  Reporting  System 

The  reporting  system  is  designed  to  assist  in 
managerial  planning,  decisionmaking,  and  program  moni- 
toring.    Management  must  rely  to  a  large  extent  on 
information  contained  in  reports  developed  within  the 
organization,  since  management  itself  cannot  easily 
observe,  analyze,  and  assemble  all  facts  concerning 
operations.     The  PSRO-FMAS  accounting  and  budgeting 
reports  comprise  a  large  portion  of  the  information 
needed  by  various  levels  of  PSRO  management  to  effec- 
tively manage  the  program. 

Three  major  groups  of  reports  on  current  operations 
are  proposed : 

•  Accounting  reports,  consisting  of: 
--Balance  Sheet 

— Statement  of  Revenue  and  Expenses 
— Cash  Flow  Statements 
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•      Internal  operating  reports,  consisting  of: 


--Program  Reports 
— Cost  Center  Reports 
— Area  and  Hospital  Report  Summaries 
— Reports  which  relate  financial  data  to 
demographic  and  statistical  data 

•      External  reports,  consisting  of: 

— HSQB  Reports 

— SF  269  —  Financial  Status  Report 

— HSQB  153  --  Delegated  Hospital  Function 

Cost  Summary 
— DFAFS  27  —  Recipient  Report  of 
Expenditures 
— Other  External  Agencies 

The  reporting  system  is  the  focal  point  of  the 
interface  of  the  components  of  the  PSRO-FMAS.     In  this 
context,  data  from  the  budgetary  system  and  the  account- 
ing system  are  combined  to  produce  internal  operating 
reports . 

The  reports  specifically  addressed  in  this  manual 
are  all  of  the  external  reports  for  DHEW  and  the  basic 
Statement  of  Revenue  and  Expenses.     There  is  a  wide 
disparity  between  PSROs  in  terms  of  size,  scope  of 
activities,  complexity  of  operations,  DHEW  grant  con- 
ditions, etc.     Generally,  the  larger  PSROs  will  re- 
quire more  sophisticated  accounting  systems  and  controls 
and  a  greater  number  and  type  of  internal  accounting 
reports . 

In  support  of  the  three  systems  components  just 
discussed,  this  PSRO-FMAS  manual  will  also  address 
the  internal  controls  which  should  be  considered  for 
implementation  to  provide  the  proper  degree  of  financial 
accountability . 

HSQB  Cost  Reporting/Budgeting  Principle 

A  basic  HSQB  reporting  principle  is  that  expense 
data  reported  to  DHEW  must  consistently  show  the  same 
information.     As  noted  above,   the  PSRO  external  reports 
are  mandatory.     The  reports  based  on  the  PSRO  account- 
ing system  are: 
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•  SF  269--Financial  Status  Report 

•  DFAFS  27 — Recipient  Report  of  Expenditures 

Additionally,   individual  HSQB  Regional  Project 
Officers  or  HCFA  Grants  Officers  may  require  other 
supplemental  reports,  e.g.,  budget  versus  actual  com- 
parisons,  in  order  to  monitor  PSRO  activities. 

Each  PSRO  will  also  be  required  to  submit  an 
annual  budget  for    grant  renewal  on  the  Annual  Budget 
Summary  Form  and  detailed  summary  sheets.     Once  this 
budget  is  approved  and  modified,   the  SF  269  quarterly 
Financial  Status  Report  should  be  consistent  with  the 
approved  budget. 

The  FMAS  accounting  system  is  designed  to  assure 
that  the  financial  information  in  the  above  reports  is 
the  same.     The  PSRO  Expenditure  reporting  and  Financial 
Status  reporting  must  show  amounts  that  equal   (or  are 
easily  reconcilable)    for  DHEW  control  and  monitoring 
purposes.     The  reasoning  for  this  principle  is  explained 
more  fully  in  Chapter  III. 

As  a  result  of  the  above  HSQB  reporting  principles, 
there  are  many  PSRO  accounting  procedures  that  are 
relatively  unique  to  PSROs;  a  complete  summary  of  these 
procedures  is  presented  in  Chapter  III,  Narrative  to  the 
Chart  of  Accounts. 

PSRO  Documentation 

PSROs  operating  under  DHEW  grants  are  normally 
receiving  Federal  funds  on  a  cost  reimbursement  basis; 
Accordingly,   financial  transactions  must  be  adequately 
documented  to  comply  with  the  applicable  Federal  pro- 
curement regulations.     Documentation  for  PSROs  should 
include : 

Establishing  minimum  standards  for  supporting 
PSRO  expenditures.     This  normally  consists  of 
vouchers,   invoices,  cancelled  checks,  etc.,  to 
support  the  purchase  of  goods  and/or  services. 
The  PSRO  approval  process  must  assure  the 
propriety  of  the  purchase,   including  the  pur- 
pose and  the  amount.     Normally,   the  HCFA  grant 
will  establish  expenditure  limits  and  the  HCFA 
Grants  Officer  and  Project  Officer  will 
monitor  activities  as  a  form  of  indirect  control 
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These  standards  must  include  the  proper  charging 
of  expenses  to  Parts  I,  II,  and  III  of  the  HCFA  grant. 
(Part  IV  of  the  budget  is  reimbursed  directly  to  the 
delegated  hospitals,  which  are  responsible  for  the  ac- 
counting of  these  funds,  and  for  this  reason  is  not 
discussed  in  detail  in  this  document.     Monitoring  of 
Part  IV  expenditures  is  external  to  the  PSRO-FMAS.) 

•  Adequate  documentation  of  the  allocation  of 
expenses  among  the  three  parts  of  the  HCFA 
grant   (part  I — Appropriated  Funds — HCFA,  and 
Parts  II  and  III — Medicare  Trust  Funds)  must 
be  maintained  in  order  to  facilitate  the  audit 
for  the  fourth  quarter  SF  269  report  and  to 
assure  that  the  costs  are  assigned  to  the 
proper  funding  source. 

•  A  record  retention  system  must  be  established 
for  systematic  retrieval  of  documents,  as  re- 
quired. DHEW  payments  to  PSROs  are  generally 
considered  provisional  payments  and  are  sub- 
ject to  Federal  audit  and  approval.  Conse- 
quently, PSROs  must  maintain  a  record-keeping 
system  that  allows  for  periodic  audit  to  sup- 
port and  verify  costs. 

•  The  adequacy  of  PSRO  documentation  must  be 
assured.     It  is  important  for  the  PSRO  man- 
agement and  accounting  personnel  to  recognize 
the  necessity  of  monitoring  accounting 
records,  and  to  seek  DHEW  assistance  and 
advice  whenever  a  documentation  problem  exists. 
Such  documentation  must  be  comprehensive  and 
extended  individually  to  Parts  I,  II,  and  III 
of  the  PSRO  program  activities  and  to  any  non- 
Federal  activity  which  occurs  in  the  PSRO. 
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CHAPTER  II 


THE  BUDGETING  SYSTEM 


This  chapter  addresses  the  accounting  and  finan- 
cial management  aspects  of  the  operation  of  a  PRRO  as  they 
pertain  to  the  grant  renewal  process.     Information  pre- 
sented in  the  following  pages  is  intended  as  a  supple- 
ment to  the  PSRO  Grant  Application  and  Instructions 
materials.     These  materials  provide  specific  instruc- 
tions for  the  preparation  and  submission  of  budgets  to 
the  Regional  Office  for  renewal  of  HCFA  grants. 

Three  key  points  of  the  budgeting  process  are: 

•  Budgets  are  submitted  on  the  Annual  Budget 
Summary  Form  along  with  selected  detailed 
sheets  to  provide  both  functional  and  line 
item  expenses. 

•  The  budget  is  'divided  into  four  main  cate- 
gories—Part I  is  funded  by  HCFA  from  ap- 
propriated funds,  and  Parts  II,   III  and  IV 
are  funded  by  the  Medicare  Trust  Funds. 

•  The  accounting  and  reporting  system  de- 
scribed in  subsequent  chapters  of  the  FMAS 
are  in  direct  conformance  with  the  budget- 
ing process  for  the  three  parts  of  the 
budget  for  which  the  PSRO  is  held  ac- 
countable . 

Budget  Submission  Activity 

The  first  and  most  important  step  in  the  budget- 
ing process  is  the  determination  of  the  specific 
operational  model  for  the  PSRO.     In  this  regard,  the 
goals  of  the  organization  must  be  considered,  the 
specific  activities  to  be  performed  must  be  outlined, 
and  the  type  of  resources  required  to  implement  these 
activities  must  be  identified  in  detail. 

In  most  cases,   the  primary  goal  of  the  PSRO  is 
to  discharge  the  obligations  imposed  by  P.   L.  92-603, 
that  is,  assure  that  health  care  provided  to  benefici- 
aries of  Medicare,  Medicaid,   and  Maternal  and  Child 
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Health  Programs   (Titles  XVIII,  XIX  and  V  of  the 
Social  Security  Act)   is  necessary  and  meets  pro- 
fessionally recognized  standards.     The  resources 
and  functions  as  defined  and  categorized  by  HCFA/ 
HSQB  as  being  necessary  to  achieve  this  initial 
goal  are  summarized  in  Figure  II-l.     There  are 
eight  basic  functional  areas  in  the  HCFA/HSQB 
budgeting  system: 


•    Program  Management — Includes  personal  ser- 
vices  (personnel  and  consulting)  expenses 
incurred  in  the  overall  operation  of  the 
PSRO. 


•  Program  Support — Includes  all  expenses 
other  than  personnel  which  are  incurred 
in  the  overall  operation  of  the  PSRO. 

•  Long-Term  Care  Review — Includes  all  ex- 
penses related  to  long-term  care  review 
activity  including  development  of  the  long- 
term  care  review  program. 

•  Amulatory  Care  Review — Includes  all  expenses 
related  to  ambulatory  care  review  activity 
including  development  of  the  ambulatory  care 
review  program. 

•  Admission  Certification  and  Continued  Stay 
Concurrent  Review — Includes  only  the  expenses 
for  the  performance  of  nondelegated  hospital 
admission  certification  and  continued  stay 
concurrent  review. 

•  Nondelegated  Medical  Care  Evaluation  (MCE) 
Studies- -Includes  the  expenses  for  the  de- 
sign, conduct,  evaluation,  analysis,  and 
implementation  of  nondelegated  hospital 
medical  care  evaluation  studies. 

•  Other  Review — Includes  all  other  hospital 
concurrent  review  activity,  e.g.,  pre- 
admission certification,   concurrent  ancil- 
lary review,   and  concurrent  quality  assess- 
ment . 
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PSRO  FINANCIAL  MANAGEMENT  AND  ACCOl'NTIST.  SYSTEH 
PROGRAM  FUNCTIONS  AND  COMPONENT  RESOURCES 


PART  1  -  Health  Care  Financing  Appropriate  Co«t» 


Program  Ma nagement 

-Executive  &  Medical  Directors 
-Mangement  Personnel 
-Fiscal  Personnel 

-Profeaiional  Relations  Personnel 
-Operations  Managers 
-Legal  t*  Accounting  Consultants 
-Physician  Consultants 
-Other  Health  Care  Professionals 
-Other  Consultants 
-Clerical  Support  for  all  of 
the  above 


Program  Support 

-Medical  Liability  Insurance 

-Property  Insurance 

-Office  Space 

-Meet  ing  Space 

-Telephone 

-Printing 

-Travel 

-Subscriptions 
-Office  Supplies 
-Postage 


Long-Term  Care  Review 

-Data  Processing 
-Review  Coordinators  & 

their  Supervisors 
-Physicians 
-Phvsiclan  Advlsora 
-Other  Health  Care  Professionals 
-Technical  Personnel 
-Travel  for  Review 
-Training 

-Clerical  Support  for  all  of 
the  above 


Ambulatory  Care  Review 
-Data  Processing 

-Review  Coordinators  &  their  5up«rvlaora 

-Physicians 

-Phvsiclan  Advisors 

-Other  Health  Care  Professionals 

-Technical  Personnel 

-Travel  for  Review 

-Training  . 

-Clerical  Support  for  all  of  the  abov- 


PARTS   II       HI   -  Medicare  Trust  Fund  Costs 
Fart   II   -  Nondelegated  Hospital  Review 


Areawlde  Hospital  Review 


Admission  Certification/ 
Continued  Stay  Review 

-Review  Coordinators  & 

their  Supervisors 
-Physicians 
-Physician  Advisors 
-Other  Health  Care  Professionals 
-Technical  Personnel 
-Travel 
-Trainlnn 

-Clerical  Support   for  all  of 
the  above 


Nondelegated  MCE  Studies 

-Review  Coordinators  & 

their  Supervisors 
-Travel 
-Phvsicians 

-Other  Health  Care  Professionals 
-Technical  Personnel 
-Clerical  Support   for  all  of 
the  above 


Other  Review 

-Review  Coordinators  & 

the  Supervisors 
-Physicians 
-Physician  Advisors 
-Other  Health  Care  Professionals 
-Technical  Personnel 
-  Training 

-Clerical  Support  for  all  of 
the  above 


Areawide  Hospital  Review  Cost s 

-Data  Processing  (subcontract  and  personnel 
related  to  PSRO  hospital  review) 

-Profile  Analysis  (physicians  and  ether 
health  care  professional*) 

-Criteria  Development   (physicians .  DCttti 
health  care  professional*,  technic*!  and 
supportive  personnel  and  travel) 

-Training 

-Hospital  Assessment  &  Monitoring  (pfcvsleiMM 
other  health  care  professionals,  technical 
and  supportive  personnel  and  travel > 

-Clerical  Support   for  all  of  the  above 


M 

c 
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•    Areawide  Hospital  Review — Includes  expenses 
for  activities  which  support  both  delegated 
and  nondelegated  review,  such  as  data  pro- 
cessing, profile  analysis,  hospital  assess- 
ment and  monitoring,  criteria  development, 
training,  and  areawide  medical  care  evalu- 
ation studies. 

Figure  II-l  details  the  appropriate  expenses  for 
each  function. 

In  addition,  as  the  capabilities  of  the  PSRO  ex- 
pand, the  PSRO  will  be  the  logical  choice  of  other 
third  party  payor  agencies  to  perform  review  of  care 
provided  to  their  beneficiaries,  and,  in  all  likelihood, 
the  PSRO  activities  will  include  non-Federal  review. 
Therefore,  categories  will  need  to  be  added  to  reflect 
the  functional  costs  of  each  type  of  non-Federal  review. 
Since  these  cannot  be  applied  generally  to  all  PSROs, 
it  is  not  possible  to  elaborate  on  them  in  the  FMAS . 

Budget  Submission  Process 

The  initiation  of  the  budget  process,  i.e.,  the 
identification  of  all  the  activities  to  be  performed 
during  the  budget  period,  will  lead  to  the  preparation 
and  submission  of  the  four-part  budget.     The  three  parts 
internal  to  a  PSRO  are  specified  in  Figure  II-l,  with 
the  Health  Care  Financing  Administration  appropriated 
funds  being  responsible  for  Part  I,  and  the  Medicare 
Trust  Funds  for  Parts  II  and  III.     Part  IV  is  also 
funded  by  the  Medicare  Trust  Funds  and  applied  only  to 
the  delegated  hospital  reimbursement  budget,  which  is 
directly  reimbursable  to  the  hospital  by  the  fiscal  in- 
termediary.    The  FMAS  addresses  the  internal  financial 
management  of  the  PSRO  and  therefore  only  Parts  I,  II 
and  III  of  the  budget  are  covered  in  this  document.  Ex- 
ternal monitoring  of  Part  IV  expenditures  is  necessary 
to  insure  budget  compliance.     The  steps  to  be  followed 
in  submitting  applications  to  comply  with  the  requirements 
of  OMB  Circular  A-95  for  State  and  Areawide  System  of 
notification  and  comment  on  applications  for  Federal 
grant  assistance  are  covered  explicitly  in  PSRO  Trans- 
mittal No.   70.     The  budget  submission  forms  are  found  in 
the  PSRO  Grant  Application  and  Instructions. 

Effective  with  contract  awards  in  1977,  PSROs 
receive  funding  via  a  Letter  of  Credit  operated  under 
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the  DHEW  Federal  Assistance  Financing  System   (DFAFS) . 
This  applies  both  to  appropriated  funds   (Part  I)  and 
Medicare  Trust  Funds   (Parts  II  and  III  only) .  The 
mechanisms  for  administering  the  Letter  of  Credit 
are  covered  in  the  Instructions  to  Recipient  Organiza- 
tions for  Use  of  Letter  of  Credit,   from  the  Office 
of  the   Assistant    Secretary,  Comptroller,   DHEW,  and 
in  HSQB  General  Memorandum  20-77,  dated  June  6,  1977. 

The  purpose  of  the  Letter  of  Credit  is  two-fold: 
(1)   to  provide  ready  access  to  funds  for  PSROs  so  that 
negative  cash  flow  never  occurs;  and   (2)   to  reduce  the 
amount  of  the  Federal  funds  in  demand  deposit  accounts. 
The  primary  control  features  on  the  funds  are  the  three 
part  budget  and  the  quarterly  and  cumulative  fourth 
quarter  SF  269  Financial  Status  Reports,  the  quarterly 
DFAFS- 2 7  Report,  and  the  annual  independent  audit. 

The  PSRO  Grant  Application  and  Instructions  pre- 
sents all  the  forms,   schedules,  and  illustrations  for 
submission  of  a  PSRO  budget.     This  is  covered  for 
specific  line  items  by  functional  activity.  These 
same  line  items  by  function  are  the  basis  for  the 
numerical  coding  scheme  of  the  accounting  system  in 
the  FMAS    (Chapter  III)  .     By  budgeting  and  accounting 
in  the  same  format,   budget  control,   cost  report  prepar- 
ation, and  budget  preparation  will  be  simplified  and 
more  effective.     Budget  modifications  can  and  should 
be  made  throughout  the  year.     The  accounting  system 
provides  the  capability  to  track  expenses  for  multiple 
sources  of  revenue  other  than  HCFA  and  Medicare  Trust 
Funds . 
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CHAPTER  III 


THE  ACCOUNTING  SYSTEM 


The  purpose  of  this  chapter  is  to  present  the 
accounting  process  for  the  PSRO-FMAS.     In  this  regard, 
a  recommended  accounting  organization  is  discussed  by 
accounting  functions;  the  organization  is  then  related 
to  the  accounting  cycle,  the  supporting  accounting 
records,  and  the  management  account  structure.  Chapters 
IV  through  X  present  the  detailed  procedures  for  all 
major  accounting  functions,   including  the: 

•  General  Ledger  Function 

•  Revenue  and  Accounts  Receivable  Function 

•  Payroll  Function 

•  Purchasing  and  Disbursements  Function 

•  Establishing  and  Maintaining  the  General 
Ledger 

•  Trial  Balance  Function 

PSRO  Accounting  Organization 

Figure  III-l  presents  a  recommended  accounting  or- 
ganization for  PSRO  operations.     The  specific  processes 
shown  in  the  exhibit  include  the: 

•  General  Ledger  Function 

•  Revenue  and  Accounts  Receivable  Function 

•  Payroll  Function 

•  Disbursements  and  Accounts  Payable  Function 

•  Trial  Balance  Function 

•  Report  Preparation  Function 

The  development  of  the  accounting  organization 
along  the  lines  of  the  accounting  process  listed  above 
facilitates : 
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FINANCIAL  MANAGER 
ACCOUNTING  PERSONNEL 

BUDGET  PROCESS 

GENERAL  LEDGER 
FUNCTION 


REVENUE  AND 
ACCOUNTS  RECEIVABLE 
FUNCTION 


DISBURSEMENTS  AND 
ACCOUNTS  PAYABLE 
FUNCTION 


PAYROLL  FUNCTION 


REPORT  PREPARATION 
FUNCTION 


TRIAL  BALANCE 
FUNCTION 


•  The  identification  of  the  interrelationships 
of  PSRO  program  activities  to  the  overall 
transaction  process; 

•  The  development  of  detailed  transaction  flow 
procedures  compatible  with  the  flexible 
design  of  the  supporting  accounting  records; 

•  The  assignment  of  specific  work  processes 
within  each  area  of  accounting  responsibility. 

In  addition,   the  accounting  procedures  and  records 
for  each  of  these  areas  are  connected,  and  their  relationship 
to  the  accounting  cycle  of  PSROs  will  be  presented.  The 
accounting  cycle  is  comprised  of  four  major  components: 

•  Obtaining  funds,   including  the  collection 
of  receivables 

•  Incurring  expenses 

•  Establishing  proper  accountability 

•  Adjusting  and  closing  entries  at  year  end 

Figure  III-2  presents  the  interrelationships  of 
the  accounting  cycle  to  the  functional  processes  and 
supporting  accounting  records. 

The  remainder  of  this  chapter  presents  a  detailed 
description  of  the  PSRO  Management  Account  Structure 
(Chart  of  Accounts)  and  the  body  of  accounting 
principles  and  standards  for  the  system. 

Chart  of  Accounts 

The  recommended  uniform  Chart  of  Accounts: 

•  Provides  for  recording  all  financial  trans- 
actions in  an  organized,  methodical  manner; 

•  Provides  for  summarization  of  data  with 
minimal  effort; 

•  Provides  a  framework  for  monitoring 
current  operations; 
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ACCOUNTING 
STEPS 


FUNCTIONAL 
AREAS 


I 


ACCOUNTING 
RECORDS 


OBTAINING 
FUNDS 


BILLING 
AND  ACCOUNTS 
RECEIVABLE 
FUNCTION 
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LEDGER 
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FUNCT 

LL 
ION 

fp/K  JOURNAL 


IGEMM,  JOURNM 


GENERAL 
LEDGER 


CASH 

disbur'  rrs 
ni>-  on 


C/D  JOURNAL 


gam  ssau 


3 


GENBtAL 

at*.:.r 


ADJUSTING 
AND  CLOSING 
ENTRY 


GENERAL 

LEDGER 

FUNCTION 
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•  Supplies  needed  financial  information  to  all 
managers ; 

•  Interfaces  with  other  data  required  by 
PMIS  ; 

•  Is  applicable  to  all  activities  of  a  PSRO, 
not  just  Federal  activities. 

The  establishment  of  the  Chart  of  Accounts  is  a 
fundamental  requirement  for  each  PSRO  in  designing  and 
implementing  the  PSRO  Financial  Management  and  Account- 
ing System.     While  the  quarterly  SF  269  and  DFAFS-27 
reports  must  be  adhered  to  in  order  to  insure  national 
uniformity  of  reports  and  comparability  of   cost  data, 
the  management  account  structure  presented  below  will 
provide  PSRO  management  with  considerable  flexibility 
when  accumulating  program  expenses. 

The  Chart  of  Accounts  for  PSROs  is  presented  be- 
low to  provide  an  overview  of  an  accounting  system  for 
larger  PSROs;  smaller  PSROs  may  use  the  same  basic 
structure,  excluding  the  unnecessary  accounts. 

The  account  coding  in  the  FMAS  is  based  on  a  5- 
digit  number  --  3  digits  for  the  General  Ledger  accounts, 
and  2  digits  for  subsidiary  program  and  function  codes. 
The  PSRO  cost  reporting  requirements,  as  discussed  above, 
include  a  dual  cost  classification  showing  expenses  both 
by  natural  class   (line  items  such  as  Wages,  Travel, 
Supplies,  etc.)   and  by  function   (where  the  line  items 
are  used,   such  as  Program  Management,  Admission  Certi- 
fication and  Continued    Stay    Concurrent  Review,  etc.). 
The  proposed  account  system  separates  expenses  by 
natural  class  in  the  General  Ledger. 

General  Ledger  Account  Codes 

The  structure  of  the  3-digit  General  Ledger  ac- 
count code  is  a  method  of  classifying  the  account;  for 
example,   the  account  123  breakdown  is: 

1XX:     The  first  digit  indicates  the  type  of 
account,   i.e.,  Asset; 

X2X:     The  second  digit  indicates  the  classifi- 
cation of  the  account  within  each  of  the 
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major  types  of  accounts,   i.e.,  Accounts 
Receivable . 

XX3:     The  third  digit  indicates  the  exact 

account  within  the  major  classification; 
i.e.,  Third  Party  Agencies. 

The  following  Chart  of  Accounts  illustrates  the 
account  coding  structure  proposed: 

100  ASSETS 

HO  Cash 

HI  Cash  in  Bank/Disbursing  Account 

112  Deposits  of  Federal  Funds 

113  Petty  Cash 

114  Short-Term  Investment/Deposits 
120-139  Accounts  Receivable 

121  Other  Agency  Contracts  (identify) 

I30  Other  Program  Activities 

135  Miscellaneous 

I40  Other  Current  Assets 

141 

Inventories 
I42  Prepaid  Expenses 

150  Fixed  Assets 

151  Furniture  and  Equipment 

152  Allowance  for  Depreciation/ 

Furniture  and  Equipment 

200  LIABILITIES 

210  Current  Liabilities 

211  Accounts  Payable 

212  Accrued  Expenses  Payable 

213  Salaries  Payable 

214  Federal  Income  Taxes/Withholding 

215  State  Taxes/Withholding 

216  Other  Withholding 

217  FICA  Payable 
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218  Federal  and  State  Unemployment 
Taxes  Payable 

219  Notes  Payable 

22  0  Contract  Advances 

2  30  Long-Term  Liabilities 

231  Notes  Payable  to  Banks 

232  Notes  Payable  to  Others 

300  FUND  BALANCES 

311  Operating  Funds 

321  Other  Funds 

400  REVENUE 

410  Revenue/Federal  —  HCFA 

411  Grant  Revenue  —  HCFA 

415  Revenue/Pass-Through  Hospitals 

420-439  Other  Revenue 

421  Contract  Revenue  (identify) 

430  Non-Contract  Revenue  (identify) 

435  Miscellaneous  Revenue 

500  EXPENSES 

510  Salaries 

511  Review  Coordinators 

512  Technical 

513  Managerial 

514  Support 

52  0  Fringe  Benefits 

521  FICA  —  Employer's  Share 

522  State  Unemployment 

523  Federal  Unemployment 

524  Workmen's  Compensation 

525  Group  Health  and  Life  Insurance 

526  Retirement 
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5  30  Consultants 

531  Physician  Advisors 

532  Physician  Consultants 

533  Other  Health  Care  Professionals 

534  Data  Consulting 

535  Legal  Services 

536  Accounting  Services 
539  Other  Consultants 

540  Contracts 

541  Data  Processing 

542  Printing 

543  Training 

544  Contract  Labor/Temporary  Help 
550  Travel 

551  In-Area  Travel 

552  Vehicle  Lease 

553  Gas,  Oil,  and  Repairs 

554  Vehicle  Insurance 
557  Out-of-Area  Travel 

56  0  Furniture  and  Equipment 

561  F&E  Purchases 

562  F&E  Rental 

563  Equipment  Maintenance  and  Repair 

564  F&E  Depreciation 

570  Space 

571  Rent 

572  Utilities 

573  Maintenance,   Repairs,  and 

Housekeeping 

574  Facility  Insurance 

580-599  Other 

581  Office  Supplies 

582  Reproduction  and  Printing 

583  Postage 

584  Telephone 

585  Memberships  and  Subscriptions 
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586 
587 
588 
589 
590 


Educational  Materials  and  Fees 
Professional  Liability  Insurance 
Other  Insurance  and  Bonding 
Meeting  Expense 
Relocation  and  Recruitment  of 


599 


595 


Personnel 
Payments  to  Hospitals  not  partici- 
pating in  the  Medicare  program 
Indirect  Costs 


In  order  to  segregate  expenses  by  program  activity 
(for  reimbursement)   and  function   (for  HCFA  reporting) , 
an  additional  2-digit  code  is  needed.     These  two  digits 
permit  posting  to  ledger  accounts  by  grant  function 
for  the  500  series  of  accounts  and  also  permit  segre- 
gation of  other  accounts  by  program,  if  desired. 

The  program  classification  code  designates  the 
reimbursing  organization  permitting  expenses  to  be 
segregated  by  governmental  or  private  program.     The  pro- 
posed classification  scheme  is: 

1  -  HCFA 

2  -  State 

3-8     -  Private  Insurance  Carriers 
9        -  Corporate  (PSRO) 

The  functional  classification  is  based  on  HCFA 
cost  reporting  requirements;  the  specific  functions 
are : 

0  -  Balance  Sheet 

1  -  Program  Management 

2  -  Program  Support 

3  -  Long-Term  Care  Review 

4  -  Ambulatory  Care  Review 

5  -  Admission  Certification  and  Continued 

Stay  Concurrent  Review 

6  -  Nondelegated  MCE  Studies 

7  -  Other  Review  (Identify) 

8  -  Areawide  Hospital  Review 

9  -  Overhead 

Each  combination  of  program  and  function  codes 
represents  either  a  subsidiary  ledger  page  or  a 
separate  ledger  account.     For  clarification  purposes, 
examples  of  possible  combinations  of  program  and 
function  codes  are  identified: 
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11  -  HCFA  Program  Management 

12  -  HCFA  Program  Support 

13  -  HCFA  Long-Term  Care  Review 

14  -  HCFA  Ambulatory  Care  Review 

15  -  HCFA   Admission    Certification  and  Continued 

Stay  Concurrent  Review 

16  -  HCFA  Nondelegated  MCE  Studies 

17  -  HCFA  Other  Review 

18  -  HCFA  Areawide  Hospital  Review 

21  -  State  Program  Management 

22  -  State  Program  Support 

2  3  -  State  Long-Term  Care  Review 

24  -  State  Ambulatory  Care  Review 

25  -  State  Concurrent  Review 
31  -  Blue  Cross  Program 

41  -  Equitable  Program  Management 

42  -  Equitable  Program  Support 
45  -  Equitable  Concurrent  Review 

98  -  Corporate  Training  Workshops 

99  -  Corporate  Overhead 

Codes  11  through  18  combined  represent  the  HCFA 
grant  program.     Each  code   (11  through  18)  represents 
a  column  on  the  SF  269  reporting  form.     Note  that  codes 
11  through  14  represent  Part  I  or  costs  funded  through 
HCFA  appropriations;   codes  15  through  18  represent  costs 
funded  by  Medicare  Trust  Funds. 

Codes  23  through  25  may  represent  one  State  con- 
tract or  three  separate  State  contracts.     If  more  than 
one  State  agency  contracts  with  the  PSRO  for  activities 
of  similar  function,   expand  the  coding  structure  so  that 
24,  for  example,  represents  Ambulatory  Care  Review  for 
one  State  agency,  and  34  represents  Ambulatory  Care 
Review  for  the  second  State  agency. 

Code  98  as  presented  represents  a  PSRO-conducted 
activity  supported  by  non-Federal  funds  or,   in  this 
example,   supported  by  participant  fees. 

Code  99    (Corporate  Overhead)   could  be  used  to 
assign  expenses,   such  as  Depreciation  of  Furniture 
Equipment,  and  Vehicles,  which  will  be  recovered  through 
a  negotiated  indirect  cost  rate  with  one  or  more  con- 
tracting organizations.     An  example  of  the  application 
of  this  code  will  be  illustrated  in  Chapter  XIII  —  Cost 
Allocation . 
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The  entire  coding  process  for  an  expense  involves 
assigning  the  appropriate  3-digit  General  Ledger  code 
and  the  appropriate  2-digit   functional  ledger  code.  For 
example,   the  salary  of  a  Review  Coordinator  distributed 
based  on  time  reporting  may  be  coded: 


This  would  indiciate  that  during  the  pay  period,  this 
Review  Coordinator  spent  60%  of  his/her  time  on  Federal 
Admissions  Certification  and  Continued  Stay  Concurrent 
review  activities,   10%  of  Federal  nondelegated  MCE  studies, 
and  30%  on  State  concurrent  review  activities. 


Assets  are  generally  considered  to  be  "things  owned 
having  value."     Asset  accounting  for  PSROs  differs  from 
normal  business  practice  in  that: 

•  Title  to  assets  purchased  with  Federal 
grant  funds  vests  in  the  PSRO,  but  the 
assets  cannot  be  depreciated  for.  reim- 
bursement purposes.  The  Federal 
government  also  will  determine  the  dis- 
position of  said  equipment  at  the  ter- 
mination of  the  grant. 

•  Title  to  assets  transferred  from  a  HCFA 
contractor  to  a  HCFA  grantee  shall  remain 
vested  in  the  Federal  government  ,  with  care 
and  custody  of  the  assets  remaining  with  the 
grantee . 

•  Expenditure    reports    (SF  269  and  DFAFS  27) 
must  reflect  the  full  amount  of  the  cash 
disbursed  for  equipment. 

These  special  considerations  are  treated  in 
great  detail  in  Chapter  VIII  —  Fixed  Asset  Accounting. 


511-15 
511-16 
511-25 


60% 
10% 
30% 


Narrative — Chart  of  Accounts 


100— ASSETS 
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Four  major  types  of  assets  are  illustrated  in  the 
Chart  of  Accounts,  including: 

•  110  --  Cash 

•  120  —  Accounts  Receivable 

•  130  —  Other  Current  Assets 

•  150  —  Fixed  Assets 

For  report  purposes,   the  assets  are  organized  into  two 
groups:    (1)   Current  Assets,   i.e.,  Cash,  Receivables, 
Inventories,  and  Pre-Paid  Expenses,  and   (2)  Non-Current 
Assets . 

110--Cash.     There  are  four  accounts  illustrated 
under  this  asset  group.     Larger  PSROs  will  probably 
expand  the  number  of  accounts  used  for  cash  accounting 
to  include  a  payroll  cash  account  and  other  special 
deposit  accounts. 

All  PSROs  receive  cash  from  the  draw  down  of  the 
approved  budget  via  the  Letter  of  Credit.     The  pro- 
cedures for  obtaining  these  funds  are  covered  in  the 
"Instructions  to  Recipient  Organizations  for  Use  of 
Letter  of  Credit,"  published  by  the  Office  of  the 
Assistant  Secretary,  Comptroller,  DHEW,  September  3, 
1976.     These  funds  can  be  deposited  in  a  non-interest 
bearing  account  together  with  all  other  non-Federal 
funds.     All  Federal  funds  may  be  deposited  together 
in  one  bank  account  in  the  discharge  of  the  HCFA  grant. 

HI — Cash- in-Bank/Disbursing  Account.  This 
account  is  used  for  paying  all  the  obligations  of  the 
PSRO.     If  the  business  of  the  PSRO  is  limited  solely 
to  the  Federal  government,   this  account  and  account  112 
(below)   would  be  one  and  the  same.     If  only  a  portion 
of  the  expenses  of  the  PSRO  were  Federal,   then  at  the 
time  that  the  checks  are  prepared  to  pay  the  total 
bills  due,   the  portion  which  is  assigned  to  the  HCFA/ 
HSQB  grant  will  need  to  be  transferred  from  account 
112  to  this  account. 

PSROs  may  receive  cash  from  Blue  Cross  or  another 
third  party  payor  for  non-Federal  review  activities. 
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This  cash  would  be  deposited   (debited)  to  this  account 
and  the  off-setting  credit  would  be  to  Accounts  Receiv- 
able  (in  the  120  series) . 

112 —  Deposits  of  Federal  Funds.     This  account  is 
debited  for  the  cash  draw  down  against  the  approved 
budget  via  the  Letter  of  Credit.     The  off-setting  cred- 
it entry  would  be  to  the  Grant  Revenue-HCFA  account 
(411) .     The  timing  of  the  entries  may  vary  from  PSRO 

to  PSRO  depending  on  the  arrangements  each  has  with  its 
own  bank.     The  bank  may  agree  to  credit  the  PSRO  check- 
ing account  when  the  Payment  Voucher   (form  TUS  54  01) 
clears,  or  to  delay  the  credit  until  notified  by  the 
Federal  Reserve  Bank  or  Branch  that  the  Payment  Voucher 
has  been  accepted.     This  account  is  also  debited  for 
the  cash  received  from  the  pass-through  hospitals.  The 
corresponding  credit  entry  would  be  to  the  revenue/pass- 
through  hospitals  account   (415) . 

For  internal  control  purposes,  it  is  recommended 
that  banking  arrangements  include  a  minimum  of  two 
signatures  for  check  issuance.     Normally,  this  would 
include  the  PSRO  Executive  Director,  Assistant  Director 
or  Financial  Manager,  and/or  an  officer  of  the  Board  of 
Directors . 

113 —  Petty  Cash.     PSROs  may  require  cash  funds  to 
pay  minor  expenses.     Normally,  petty  cash  funds  should 
be  maintained  on  an  imprest  basis  and  a  special  account 
established.     When  replenishing  the  petty  cash  fund, 
appropriate  expenditure  accounts  are  debited  and  Account 
111 — Cash-in-Bank  is  credited.     Credit  account  113  only 
if  the  amount  of  the  petty  cash  fund  is  to  be  liquidated 
or  reduced. 

114 —  Short-Term  Investments/Deposits .  This 
account  may  be  required  for  short  term  investments  or 
special  deposits  that  are  frequently  required  for 
special  services,   i.e.,   telephone,   rent  deposits. 
PSROs  performing  only  Federal  review  activities  under 
a  DHEW  grant  will  have  investment  restrictions. 

A  periodic  accounting  of  the  items  in  this  account 
should  be  prepared  for  internal  management  purposes 
and  control. 

120-139 — Accounts  Receivable.     There  are  only  three 
examples  of  the  type  of  receivables  discussed  under 
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this  asset  group.     Larger  PSROs  may  expand  the  number 
of  receivable  accounts  to  better  control  their  operations. 
Normally,  a  separate  receivable  account  should  be  estab- 
lished for  every  major  contract  or  agreement  for  which 
billings  must  be  made  to  receive  payment. 

It  should  be  noted  that  some  of  the  larger  PSROs 
conducting  a  wide  range  of  operations  may  have  collec- 
tion difficulties  and  have  to  recognize  bad  debt  ex- 
penses with  offsetting  "Allowance  for  Doubtful  Accounts." 
Since  many  PSROs  will  not  experience  collection  problems, 
bad  debt  accounting  procedures  are  not  included  in  this 
manual . 

121 — Accounts  Receivable—Other  Agency  Contracts. 
This  account  and  subsequent  available  accounts  in  number 
sequence  as  needed  are  used  for  receivables  from  other 
contract  services.     The  offsetting  accounts  are  the 
revenue  accounts  numbered  with  the  identical  second  and 
third  digits.     Examples  of  the  number  sequence  are: 

•    Account  No.   121--Accounts  Receivable 

Blue  Cross 


•    Account  No.   421 — Contract  Revenue 

Blue  Cross 


•  Account  No.   122--Accounts  Receivable 

Medical  Society 

•  Account  No.   422--Contract  Revenue 

Medical  Society 


130  —  Accounts  Receivable—Other  Program  Activities. 
This  account  and  subsequent  available  accounts  in  num- 
ber sequence  as  needed  are  used  for  receivables  from 
other  program  activities  such  as  training  programs  or 
sales  of  published  products.     The  offsetting  accounts  are 
revenue  accounts  numbered  with  the  same  second  and  third 
digits . 

1 35--Miscellaneous  Accounts  Receivable.  This 
account  is  recommended  for  the  various  types  of  non- 
recurring receivables  that  most  business  organizations 
experience,   including  amounts  due  from  vendors  and 
employees . 

All  receivable  accounts  should  be  reviewed  periodi- 
cally by  management  to  assure  timely  collection  of  amounts 


140 — Other  Current  Assets.     The  Other  Current  Assets 
accounts  presented  in  the  Chart  of  Accounts  are  Inven- 
tories and  Prepaid  Expenses. 

There  may  be  other  accounts  required  under  this 
series  of  accounts  and  individual  PSROs  should  estab- 
lish the  additional  accounts  as  needed. 

141  —  Inventories .     Inventories  for  most  PSROs  will 
consist  of  office  supplies  and  other  expendable  assets. 
PSROs  performing  only  Federal  review  under  a  DHEW  grant 
will  not  use  this  account;   rather,  they  will  debit  the 
appropriate  500  series  expense  account  and  draw  against 
the  Letter  of  Credit  in  the  same  accounting  period. 

PSROs  conducting  non-Federal  activities  may  own 
inventories  and  may  use  the  above  account.     The  normal 
accounting  procedure  for  these  PSROs  is  to  take  a 
physical  inventory  and  prepare  the  necessary  adjust- 
ment at  the  end  of  the  account  period. 

142--Prepaid  Expenses.     Prepaid  Expenses  repre- 
sent assets  that  will  be  consumed  in  future  periods, 
i.e.,   rent,   insurance,  etc.     The  accounting  procedures 
discussed  under  Inventories,  above,  also  are  applicable 
to  this  account. 

150--Fixed  Assets.     Fixed  asset  accounting  will  be 
discussed  in  detail  in  Chapter  VIII. 

200--LIABILITIES 

Liabilities  are  generally  defined  as  "amounts 
owed."     Liability  accounting  for  PSROs  is  generally  in 
accordance  with  normal  accounting  practices.  Eleven 
different  liability  accounts  are  illustrated  in  the 
Chart  of  Accounts.     The  accounts  have  been  structured 
so  that  current  liabilities  are  easily  separated  for 
report  presentation  purposes. 

210--Current  Liabilities 

211--Accounts  Payable.     Larger  PSROs  will  probably 
maintain  a  separate  Accounts  Payable  Journal;  smaller 
PSROs  may  just  maintain  a  monthly  Accounts  Payable  file. 
The  accounting  process  for  Accounts  Payable  is  demon- 
strated in  Chapter  VII. 
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212-  -Accrued  Expenses  Payable.     Accrued  Expenses 
should  be  recognized  by  PSROs  at  the  end  of  the  account- 
ing period  prior  to  closing  the  expense  accounts.  Cur- 
rently,  the  primary  external  requirement  for  a  formal 
account  closing  is  at  the  end  of  a  PSRO  fourth  quarter 
grant  period,  at  which  time  all  outstanding  liabilities 
must  be  recognized.     Generally,   PSROs  performing  only 
Federal  review  activities  under  grants  will  not  recog- 
nize accrued  expenses  for  interim  financial  reporting 
unless  a  substantial  amount  is  involved  and  then  the 
subject  should  be  discussed  with  the  HCFA  Grants  Officer. 

PSROs  conducting  non-Federal  activities  may  recog- 
nize accrued  expenses  in  accordance  with  normal  account- 
ing procedures. 

213-  -Salaries  Payable.     This  account  is  to  show 
the  amount  of  accrued  salaries.     Salaries  generally 
represent  the  most  significant  budget  item  for  PSRO 
operations  and  PSROs  should  make  end-of-period  adjust- 
ing entries  for  salaries  earned,  but  not  paid. 

Entries  to  Salaries  Payable  should  normally. be 
processed  by  the  accounting  month.     In  most  cases, 
salaries  will  not  be  accrued.     If  accruals  are  made, 
the  appropriate  reversing  entry  must  be  recorded  early 
in  the  following  month  to  avoid  overstating  expenses 
and  duplicating  requests  for  reimbursement. 

214-  -Federal  Income  Taxes/Withholding 

215 —  State  Taxes/Withholding 

216 —  Other  Withholding.     Many  PSROs  will  need 
additional  accounts  for  withholding  from  employee 
payroll  checks.     Besides  additional  tax  withholding, 
such  as  city  and  local  income  tax,  such  items  as  dis- 
ability insurance  and  employee  contributions  to  acci- 
dent,  life,  and  health  insurance  plans  or  retirement 
programs  are  not  uncommon. 

217 —  FICA  Payable.     The  employee's  share  will  be 
recorded  here  every  payroll  period.     Normally,  the 
employer's  share  will  be  charged  to  the  expense  account 
(520  series)  when  the  payment  is  made,  but  if  accruals 
are  made  each  payroll,   the  liability  would  be  recorded 
here . 
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218 —  Federal/State  Unemployment  Taxes  Payable. 
This  account  is  self-explanatory  and  the  accounting  en- 
tries will  be  the  standard  type  of  entries  used  in  any 
accounting  system.     Chapter  VI  presents  more  fully  the 
source  of  information  for  this  account. 

219 —  Notes  Payable.     This  account  should  be  used 
for  the  proper  presentation  of  longer  term  liabilities 
that  may  be  due  within  the  current  operating  period, 
normally  12  months.     Refer  to  Account  2  30 — Long-Term 
Liabilities,  below. 

220 — Contract  Advances.     This  group  of  accounts  is 
to  present  liabilities  that  represent  advance  payments 
for  future  services  and/or  purchases.     A  PSRO  should 
establish  a  separate  account  for  each  type  of  contract 
advance  received. 

230 — Long-Term  Liabilities.     Long-term  liabilities 
represent  funds  borrowed  by  PSROs  and  payable  at  some 
future  point  in  time.     Most  PSROs  will  not  have  long- 
term  liabilities  unless  they  are  carried  forward  from 
a  previously  existing  organization.     Usually,  long- 
term  liabilities  will  be  for  non-Federal  review  activ- 
ities and,  in  the  event  interest  expenses  are  incurred, 
all  interest  charges  must  be  debited  to  the  non-Federal 
program  expenses.     Interest  expenses  cannot  be  included 
in  the  indirect  cost  rate  determination. 

Two  types  of  long-term  liabilities  are  listed  in 
the  Chart  of  Accounts.     Both  are  self-explanatory. 

231 — Notes  Payable  to  Bank 

2  32 — Notes  Payable  to  Others 

500— FUND  BALANCE  ACCOUNTS 

The  Fund  Balance  accounts  in  the  uniform  PSRO 
account  structure  are  equivalent  to  the  PSRO  equity 
accounts.     Many  PSROs  exist  solely  as  a  result  of  a 
DHEW  grant.     In  these  instances,  the  PSROs  will  nor- 
mally not  have  Fund  Balance  accounts,  unless  the  PSRO 
elects  to  capitalize  non-reimbursed  costs  (disallow- 
ances) . 

PSROs  that  are  the  surviving  entity  of  a  pre- 
viously existing  organization  will  probably  need  to 
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use  the  Fund  Balance  accounts  to  present  the  equity 
carried  forward  from  the  previously  existing  organi- 
zation . 

In  situations  where  a  PSRO  is  the  surviving 
entity  of  a  previous  organization  and  there  are  sig- 
nificant equity  account  balances,  entries  required  to 
transfer  amounts  to  the  PSRO  accounts  should  be  co- 
ordinated with  professional  accounting  advisors. 

There  are  many  different  types  of  Fund  Balance 
accounts  a  PSRO  may  require.     A  general  rule  is  that 
a  separate  account  should  be  established  for  each 
individual  fund.     Examples  of  the  types  of  funds  a 
PSRO  may  have  include  grants  from  private  foundations 
or  contracts  with  local  government. 

In  the  event  an  expense  item  on  the  audited 
SF  269  is  disallowed,   the  PSRO  should  eventually  pro- 
cess the  disallowance  as  a  debit  to  a  Fund  Balance 
account. 

Two  Fund  Balance  accounts  are  illustrated  in  the 
Chart  of  Accounts,   as  follows. 

311 — Operating  Fund.     This  account  is  for  funds 
specifically  designated  for  operations.  Generally, 
these  operations  are  explained  in  the  funding  docu- 
mentation.    PSROs  conducting  both  Federal  and  non- 
Federal  activities  will  probably  have  an  operating 
fund  balance;   PSROs  that  are  the  surviving  entity  of 
a  previously  existing  organization  will  normally  have 
a  beginning  operating  fund  balance  amount  transferred 
to  the  PSRO  accounts.     The  beginning  amount  is  usually 
the  difference  between  the  value  of  the  assets  and 
liabilities  transferred  to  the  PSRO. 

The  operating  fund  balance  is  also  the  account 
used  to  record  any  difference  between  PSRO  revenues 
and  expenses.     PSRO  Federal  review  activities  are 
basically  cost  reimbursable  and  the  Federal  program's 
total  revenues  should  equal  total  expenses. 

PSRO  non-Federal  review  activities  may  or  may 
not  be  fully  cost  reimbursable  and  the  PSRO  may  not 
negotiate  profit  producing  agreements.     In  the  event 
there  are  differences  between  non-Federal  revenues 
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and  expenses,  the  difference  should  be  closed  to  Account 
No.   311— Operating  Fund  Balance,  or  to  another  specifi- 
cally established  fund  balance  account. 

321--Other  Funds.     This  account  illustrates  the 
non-operating  type  of  fund  balance  accounts  that  may  be 
required  for  PSRO  accounting.     Normally  these  funds  are 
established  for  specific  purposes  and  special  cash 
accounts  may  be  appropriate  for  proper  control.  For 
example,  a  building  fund  may  be  established  by  a  private 
donor;  the  PSRO  may  debit  the  funds  to  a  special  cash 
account  and  establish  a  separate  Building  Fund  Balance 
account.     As  expenditures  are  made,   the  fund  balance 
account  would  reduce  by  offsetting  debit  entries. 

^00— REVENUES 

Revenues  are  derived  from  Federal  and  non-Federal 
clients  for  services  performed  or  purchased.  Revenue 
accounts  usually  have  credit  balances.     There  are  five 
types  of  revenue  accounts  illustrated  under  this  major 
group. 

410 — Grant  Revenue — Federal  Programs 

411 — Grant  Revenue — HCFA.     All  Federal  grant 
draw  downs  using  the  Letter  of  Credit  and  Payment 
Voucher    (TUS  5401)   should  be  credited  to  this  account 
and  the  offsetting  debit  is  to  Account  112 — Deposits 
of  Federal  Funds. 

For  external  HCFA  grant  accounting  purposes,  the 
PSRO  revenue  and  expense  accounts  should  be  closed  at 
the  end  of  each  grant  period.     When  a  grant  period 
expires,  normal  close-out  includes  closing  the  revenue 
and  expense  accounts  and  final  report  preparation.  For 
internal  PSRO  management  purposes,   interim  financial  re- 
ports may  be  based  on  trial  balance  working  papers,  as 
discussed  in  Chapter  X. 

The  total  amount  of  the  approved  grant  should 
not  be  recorded  unless  it  has  all  been  drawn  down.  The 
grant  is  not  automatic;   it  is  an  entitlement  for  a  cost 
reimbursement  program  and  until  the  costs  have  been  in- 
curred,  the  revenue  can  not  legitimately  be  recorded. 

415 — Revenue/Pass-Through  Hospitals.  Non- 
delegated  hospitals  have  the  option  to  pass  the  revenues 
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for  admission  certification  and  continued  stay  con- 
current review  and  nondelegated  MCEs  through  their 
organizations  to  the  PSRO.     The  recording  of  this 
revenue  is  similar  to  that  treated  in  account  411,  but 
since  it  is  matched  to  the  activity  by  a  specific  hos- 
pital,  it  should  be  kept  separate.     A  separate  sub- 
account should  be  maintained  for  each  pass-through 
hospital.     Since  the  pass-through  is  directly  attribut- 
able to  Federal  review,   the  offsetting  debit  should  be 
to  account  no.  112. 

420-439 — Other  Revenue 

421 — Contract  Revenue   (identify) .     This  account 
and  subsequent  available  accounts  in  number  sequence 
as  needed  are  used  for  revenue  from  contract  services. 
Revenue  from  each  additional  contract  should  be  identi- 
fied in  a  separate  account  with  a  corresponding  re- 
ceivable account   (see  account  no.   121) . 

430--Non-Contract  Revenue   (identify) .  This 
account  and  subsequent  available  accounts  in  number 
sequence  as  needed  are  used  for  revenue  from  other 
program  activities.     Examples  of  non-contract  activ- 
ities are  training  program  fees  and  sale  of  published 
products.     Revenue  from  each  substantial  activity  should 
be  recorded  in  a  separate  account  with  a  corresponding 
receivable  account. 

435 — Miscellaneous  Revenue.     Non-recurring  revenue 
transactions  should  be  recorded  in  this  account. 

500— EXPENSES 

i 

Expenses  generally  are  the  outflow  of  assets 
resulting  from  the  PSRO's  provision  of  services  and/or 
for  procurement  for  Federal  and  non-Federal  clients. 
Expense  accounts  usually  have  debit  balances. 

510 — Salaries 

511 — Review  Coordinators.     This  account  includes 
the  expense  for  all  salaried  review  coordinators  work- 
ing directly  for  the  PSRO.     Only  that  portion  of  salary 
paid  by  the  PSRO  is  to  be  included  in  cases  where  the 
personnel  are  shared,   for  whatever  reasons,  with  other 
organizations.     The  salaries  of  review  coordinator  super 
visors  are  included  in  this  account. 
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512 —  Technical.     This  account  includes  the  expense 
for  professional  personnel  working  in  a  technical  sup- 
port capacity  for  the  PSRO,  not  including  review  coor- 
dinators  (e.g.,  accredited  record  technician,  director 
of  information  systems,  health  data  analyst,  statis- 
tician, etc . ) . 

513 —  Managerial.     This  account  includes  the  ex- 
pense for  those  personnel  involved  with  the  overall 
management  of  PSRO  operation.     Examples  include:  exe- 
cutive director,  medical  director,  business  manager, 
and  other  general  administrative  professional  personnel. 

514—  Support.     This  account  includes  the  expense 
for  clerical  personnel  involved  in  office  management 
accounting/bookkeeping,  data  activities,  typing,  filing, 
and  other  similar  activities. 

520— Fringe  Benefits.     This  classification  includes 
the  expense  of  contributions  made  by  the  PSRO  for  FICA, 
retirement  plans,   life  insurance  and  health  insurance.' 
It  does  not  include  sick  leave  and  vacations. 

521—  FICA— Employer's  Share.     This  account  will 
be  debited  when  either  the  employer's  share  of  the  FICA 
tax  is  paid  or  the  accrual  is  made  to  account  no.  217. 

522—  State  Unemployment 
52  3 — Federal  Unemployment 

524 —  Workmen's  Compensation 

525 —  Group  Health  and  Life  Insurance.     This  account 
is  debited  for  the  employer's  share  of  group  health  and 
life  insurance  premiums. 

526 —  Retirement.     This  account  is  debited  for  the 
employer's  contribution  to  the  retirement  plan. 

530 — Consultants.     Under  this  account  series  the  cost 
of  all  personnel  paid  as  independent  contractors  to  the 
PSRO  on  a  consultant  basis  should  be  recorded.  These 
costs  should  be  assigned  to  functions  based  on  activities 
performed  or  the  subject  for  which  consultation  was  given. 

531— Physician  Advisors.     This  account  includes  the 
expense  incurred  by  the  PSRO  for  physician  advisors  involved 
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in  the  performance  of  admission  certification  and  con- 
tinued stay  concurrent  review  in  nondelegated  hospitals 
•long-term  care  or  ambulatory  care  review,  including 
their  participation  in  the  reconsideration  process. 

532—  Physician  Consultants.     This  account  records 
the  expense  incurred  by  the  PSRO  for  non-salaried 
physicians  other  than  physician  advisors.     Included  are 
payments  to  physicians  for  committee  work  such  as  cri- 
teria development,  MCE  studies,  and  profile  analysis 
and  other  activities  requiring  physician  participation. 

533—  Other  Health  Care  Professionals.  Debit 
this  account  for  consulting  expense  incurred  by  the 
PSRO  for  non-physician  health  care  professionals  act- 
ing as  peers  in  the  actual  performance  of  review  ac- 
tivities for  the  services  provided  by  members  of  their 
profession.     Other  health  care  professionals  who  per- 
form peer  review  may  include  such  professionals  as 
dentists,  psychologists,  podiatrists,  physical  thera- 
pists,  inhalation-respiratory  therapists,   nurses,  and 
pharmacists . 

534 —  Data  Consulting.     This  account  records  the 
cost  of  data  consulting  services.     Data  processing 
expense  will  be  entered  in  account  no.  541. 

535 —  Legal  Services.     Enter  the  expense  for 
professional  fees  and  retainers,  when  approved,  for 
legal  consulting  services. 

536 —  Accounting  Services.     Debit  this  account 
for  the  expense  of  outside  accounting  services  whether 
billed  on  a  time  basis  or  a  fee  basis.     Audit  expense 
will  be  included  in  this  account. 

539 — Other  Consultants 

540 — Contracts 

541 —  Data  Processing.     Debit  this  account  with 
payments  under  contract  for  data  processing  services. 

542 —  Printing   (if  contracted) 

543 —  Training   (if  contracted) 

544 —  Contract  Labor/Temporary  Help.     Debit  this 
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account  for  expenses  incurred  for  temporary  help 
required  during  peak  workload  periods  or  for  person- 
nel hired  on  a  contractual  basis. 

550 — Travel.     In  preparing  the  Annual  Budget 
Summary  Form,  travel  expenses  are  divided  into  two 
components:  local   (meaning  in-area)   travel  and  out- 
of  area  travel.     These  expenses  should  be  assigned 
to  function  categories  by  reason  for  the  trip. 

551 — In-Area  Travel.     This  account  includes 
the  cost  of  local  mileage,  public  transportation, 
and  per  diem  for  travel,  within  the  PSRO  area.  The 
following  three  accounts,  if  applicable,  are  to  be 
included  with  account  no.  551  when  reporting  local 
travel  expenses.* 

*552 — Vehicle  Lease    (See  551) 

*553 — Gas,  Oil,  and  Repairs    (See  551) 

*554 — Vehicle  Insurance    (See  551) 

557 — Out-of-Area  Travel.     This  account  in- 
cludes  the  cost  of  public  transportation,  mileage, 
and  per  diem  for  travel  outside  the  PSRO  area. 

560 — Furniture  and  Equipment.     Under  this  account 
series  the  cost  of  buying,  leasing,  or  renting  chairs, 
tables,  bookcases,  typewriters,  calculators,  adding 
machines,  etc.,   should  be  included. 

561 —  F&E  Purchases.     Furniture  and  equipment 
purchases  which  are  not  capitalized  would  be  charged  to 
this  account.     Refer  to  Chapter  VIII  for  clarification 
of  fixed  asset  accounting. 

562-  -F&E  Rental.     Debit  this  account  for  expenses 
incurred  by  renting  or  leasing  furniture  or  equipment. 
Costs  for  reproducing  and  postage  machine  rental  are  not 
charged  here,  but  to  account  numbers  582  and  533  respectively. 

563 —  Equipment  Maintenance  and  Repair.  Debit 
this  account  for  any  repairs,  maintenance  costs,  or 
maintenance  contract  charges  relating  to  equipment 
purchased,  rented,  or  leased. 

564-  -F&E  Depreciation.     Debit  this  account  for 
depreciation  charges  for  capitalized  furniture  and 
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equipment.     When  recording  depreciation  applicable  to 
Federal  review  activities,  those  PSROs  which  have  nego- 
tiated an  indirect  cost  rate  should  use  grant  function 
code  99  which  charges  the  depreciation  to  Corporate 
Overhead  for  recovery  through  the  indirect  cost  rate. 
For  further  clarification,   refer  to  Chapter  VIII. 

570--Space.     This  account  series  includes  expenses 
associated  with  office  space,   including  rent,  repairs 
and  maintenance,   utilities  and  insurance,  as  indicated 
by  the  following  account  titles. 

571--Rent 

572  — Utilities 

573 —  Maintenance,   Repairs,   and  Housekeeping 

574 —  Facility  Insurance 

580-599 — Other  Expenses.     These  two  account  series 
include  other  support  costs  not  directly  related  to  other 
account  series  previously  described.     Accounts  numbered 
581  through  584  are  specific  cost  items  which  are  bud- 
geted separately  and  should  be  controlled  separately. 

The  cost  of  machine  rentals  for  postage  and  repro- 
duction should  be  charged  to  account  numbers  582  and 
583  separately. 

581 —  Office  Supplies 

582 —  Reproduction  and  Printing 

583 —  Postage 

584 —  Telephone 

Accounts  numbered  585  through  589  are  examples  of 
other  expenses  which  will  be  combined  as  Other  Support 
Costs. 

585 —  Memberships  and  Subscriptions .     Costs  of  mem- 
berships in  trade,   business,   technical,  and  professional 
organizations  and  subscriptions  to  periodicals  of  that 
nature  would  be  charged  to  this  account.     Individual  mem- 
berships should  not  be  charged  to  the  HCFA  Grant. 


-  39  - 


586 —  Educational  Materials  and  Fees 

587 —  Professional  Liability  Insurance 

588 —  Other  Insurance  and  Bonding 

589 —  Meeting  Expense 

590 —  Relocation  and  Recruitment  of  Personnel 

595 — Payments  to  Hospitals  Not  Participating  in 
Medicare  Program.     Some  hospitals  which  are  not  par- 
ticipants in  the  Medicare  Program  do  conduct  delegated 
PSRO  review  on  admissions  under  the  Medicaid  (Title 
XIX)  and  Maternal  and  Child  Health   (Title  V)  Programs. 
As  detailed  in  Transmittal  No.   64,  the  PSRO  will  act 
in  place  of  the  fiscal  intermediary  in  reimbursing  the 
hospital  for  the  cost  of  reviews  performed.  These 
costs  will  be  budgeted  by  the  PSRO  on  its  Annual  Budget 
Summary  Sheet  as  Part  III  Areawide  Hospital  Review 
Costs,  and  the  PSRO  will  receive  funds  through  the 
Letter  of  Credit  draw  down.     Payments  made  to  hospitals 
should  be  charged  to  this  account  as  a  HCFA  Areawide 
Hospital  Review  function  (18). 

599 — Indirect  Costs.     The  indirect  cost  account 
represents  the  amounts  ap'plied  monthly  to  the  HCFA/ 
HSQB  grant.     The  DHEW  indirect  cost  negotiation 
will  establish  the  method  for  determining  the  indirect 
cost  applied  to  the  Federal  programs.     Normally,  the 
indirect  cost  rate  base  is  direct  labor   (or  salaried 
personnel  costs)  and  the  amount  of  monthly  reimbursable 
indirect  cost  is  computed  based  on  the  actual  monthly 
labor  costs.     For  example,  assume  a  monthly  labor  cost 
of  $10,000  and  a  negotiated  indirect  cost  rate  of  10 
percent;  the  reimbursable  indirect  cost  amounts  to 
$1,000.     The  normal  month-end  General  Ledger  entry  is: 

Debit  Credit 

Account  No.   599-12  $1,000 

Account  No.    599-99  $1,000 

The  indirect  cost  rate  must  be  negotiated 
with  and  approved  by  the  DHEW  Regional  Administrative 
Support  Center;   Division  of  Cost  Allocation 
(DCA) . 

The  following  entries  illustrate  the  use  and 
purpose  of  account  no.   599  using  depreciation  of  non- 
Federal  equipment  as  an  example: 
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(1)  At  the  end  of  the  current  accounting  period, 
to  record  depreciation  expense: 

DR  564-99— F&E  Depreciation  (Corporate 
Overhead) 

CR  152 — Allowance  for  Depreciation 
(F&E) 

(2)  To  record  indirect  cost  amount  billed  to  HCFA 

DR  599-12 — Indirect  Cost   (HCFA  Grant) 

CR  599-99— Indirect  Cost  (Corporate 
Overhead) 

(3)  Since  the  grant  function  code  99  is  a  General 
Ledger  code,  all  entries  coded  99  will  be 
posted  to  one  General  Ledger  page  entitled 
Corporate  Overhead.     In  this  example,  the 
Ledger  page  would  show: 

— a  Debit  amount  to  564-99  from  (1) 

— a  Credit  amount  to  599-99  from  (2) 

The  difference  represents  the  extent  to  which  in- 
direct costs   (all  debit  amounts)  were  not  covered  by  the 
indirect  cost  rate   (single  credit  amounts) .     Any  differ- 
ence at  the  end  of  the  grant  period  should  be  built  into 
the  indirect  cost  rate  proposed  for  the  following  grant 
period  for  recovery  during  that  period. 


CHAPTER  IV 


THE  GENERAL  LEDGER  FUNCTION 


An  accounting  system  reduced  to  its  most  basic 
form  can  be  visualized  as  consisting  of  two  basic 
records:   the  General  Ledger  and  the  General  Journal. 
All  transactions  could  be  recorded  in  the  General 
Journal.     At  month's  or  year's  end,  however,  tedious 
accumulation  and  summarization  procedures  would  have 
to  be  employed  to  correctly  categorize  the  various 
elements  of  each  transaction  for  posting  to  the  General 
Ledger.     In  this  regard,   the  General  Journal  is  used 
to  post  nonrecurring  transactions  to  the  General  Led- 
ger, whereas  other  books  of  original  entry  are  used 
as  posting  documents  for  the  General  Ledger. 


Establishing  and  Posting  the  General  Ledger 

The  General  Ledger  is  the  final  point  of  accumu- 
lation of  financial  information  in  the  accounting  pro- 
cess.    Coupled  with  the  related  subsidiary  ledgers,  the 
General  Ledger  provides  sufficient  information  to  con- 
trol the  overall  accounting  process  and  supply  infor- 
mation for  financial  reporting. 

The  General  Ledger  is  composed  of  separate 
ledger  sheets,  each  one  representing  a  control  account 
as  listed  in  the  General  Ledger  Chart  of  Accounts  pre- 
sented in  Chapter  III. 

Activities  involved  in  creating  and  maintaining 
the  General  Ledger  are: 

•  Posting  the  General  Ledger  based  upon 
entries  from  the  General  Journal  and  other 
books  of  original  entry. 

•  Balancing  the  General  Ledger  monthly. 

•  Preparing  trial  balances. 

•  Preparing  financial  reports. 
Posting  the  General  Ledger 

Postings  to  the  General  Ledger  originate  from 
several  major  sources: 
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Document 


Posting  References 


General  Journal 


GJ 


Cash  Receipts/Accounts 
Receivable  Journal 


CR 


Cash  Disbursements 
Journal 


CD  J 


Payroll  Journal 


PJ 


The  format  of  each  General  Ledger  page  will 
include  the  identification  of  the  following  elements: 


•  Account  Title  and  Number 

•  Date  Column 

•  Description  Column 

•  Reference  Column 

•  Debit  Column 

•  Credit  Column 

•  Balance  Column 


An  example  of  a  typical  General  Ledger  expense 
sheet  is  shown  in  Figure  IV- 1. 


At  the  end  of  each  monthly  accounting  period, 


entries  posted  to  the  General  Ledger  are  summarized 
and  netted  for  each  ledger  sheet  account,   then  sum- 
marized in  total  to  assure  proper  balancing  of  debits 
and  credits.     Balancing  the  General  Ledger  will  facili- 
tate the  next  step  in  the  process,   that  of  preparing 
the  trial  balance   (see  Chapter  X) . 

Preparing  Trial  Balances  and  Financial  Reports 


Once  the  General  Ledger  is  balanced,  a  summary 


worksheet  is  prepared  by  account  and  account  balance. 
The  trial  balance  lists  every  account  in  the  General 
Ledger  that  has  a  balance.     The  trial  balance  may  serve 


Balancing  the  General  Ledger  Monthly 
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as  the  information  source  for  preparing  PSRO  accounting 
statements,   such  as  a  balance  sheet,   income  statement, 
or  other  statements  required  by  management. 


General  Journal  Activities 

The  General  Journal  is  a  general  purpose  book 
of  original  entry  for  recording  transactions  not  recorded 
in  other  books  of  original  entry. 

There  are  several  major  categories  of  entries 
in  the  General  Journal: 

•  Correcting  and  Non-Recurring  Entries — Booked 
when  an  error  is  found  or  when  the  trans- 
action is  performed,   such  as: 

--Mathematical  errors 
--Distribution  mistakes 
— Donations  or  other  transactions  not 
affecting  cash 

•  Adjusting  Entries — These  are  recurring  and 
anticipated  entries  each  month  or  at  the 
end  of  each  year,   and  include: 

— Revenue  or  expense  accruals  to  reflect 
transactions  in  the  proper  accounting 
period 

— Closing  and  reversing  entries 

Figure  IV-2  illustrates  the  General  Journal 
format.     Elements  comprising  the  minimum  information 
needs  of  this  Journal  and  recorded  for  each  trans- 
action are: 

•  Date 

•  Account  Number 

•  Account  Title  and  Description  of  Trans- 
action 

•  Debit  and  Credit  Amounts 

Each  transaction  posted  to  the  General  Journal 
should  be  consecutively  numbered  within  each  accounting 
(grant)  year. 
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CHAPTER  V 

REVENUE  AND  .ACCOUNTS   RECEIVABLE  FUNCTION 


Revenues,  by  definition,  are  an  inflow  of  assets 
resulting  from  PSROs  providing  services   (or  procurements) 
for  clients.     The  inflow  of  assets  is  normally  a  process 
involving: 

Recognizing  revenues 

Recording  accounts  receivable 

A  third,  subsequent,  accounting  activity  discussed 
in  this  chapter  is  the  collection  of  accounts  receiv- 
able . 

Recognizing  Revenues 

There  are  two  major  categories  of  PSRO  revenues,  as 
follows : 

•  Federal  Review  Revenues 

-  HCFA/HSQB  Grant 

•  Non-Federal  Revenues 

-  Private  Review  Contracts 

-  Other 

The  above  distinctions  are  important  because  recog- 
nition of  revenues  for  Federal  review  activities  under 
a  DHEW  grant  is  a  relatively  simple  accounting  process. 
Generally,   DHEW  grants  are  cost  reimbursement  agree- 
ments, where  revenues  will  always  equal  total  costs. 
In  most  cases,   PSROs  operate  on  a  monthly  cycle  and 
submit  payment  vouchers  against  the  Letter  of  Credit 
to  pay  for  expenses  incurred  under  Parts  I,   II  and  III 
of  the  HCFA  grant.     The  standard  accounting  entry  would 
be : 

Debit  Account  No.     112  -  Deposits  of  Federal  Funds 
Credit  Account  No.     411  -  Grant  Revenue  -  HCFA 
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The  accounting  entry  for  recognizing  non-Federal 
review  revenues  would  be  to  debit  the  appropriate  account 
receivable  and  credit  the  revenue  account.     When  the 
cash  is  received,  the  debit  would  be  to  cash  and  the 
credit  to  the  account  receivable. 


Recording  Accounts  Receivable 

Most  PSROs  will  have  few  entries  for  accounts 
receivable,  which  will  normally  be  month-end  entries. 
The  entries  should  be  recorded  directly  in  the  General 
Journal  rather  than  establishing  a  separate  Accounts 
Receivable/Revenue  Journal. 

In  the  event  a  larger  PSRO  has  several  review  con- 
tracts with  numerous  entries  to  accounts  receivable, 
a  special  accounts  receivable  journal  is  recommended. 
The  format  of  an  accounts  receivable  journal  would  in- 
clude several  debit  columns  for  more  active  accounts 
receivable  accounts  and  several  credit  columns  for  the 
offsetting  revenue  accounts. 

PSRO  management  should,   for  good  fiscal  control, 
have  detailed  listings  of  the  outstanding  balances  in 
all  receivable  accounts.     These  lists  should  be  re- 
viewed to  assure  that  amounts  outstanding  are  reason- 
ably current.     Follow-up  action  should  be  taken  when 
collection  delays  or  problems  exist.     Some  of  the 
PSROs  may  prepare  monthly  accounts  receivable  aging 
schedules  to  isolate  problem  areas. 


Cash  Receipts 

Cash  accounting  includes  both  cash  receipts  and 
cash  disbursements;   the  disbursements  procedures  are 
summarized  in  Chapters  VI  and  VII.     Most  PSROs  will 
have  few  entries  for  cash  receipts;  most  of  the  entries 
will  involve   (1)   receipt  of  grant  or  private  contract 
reimbursements,  and   (2)   miscellaneous  receipts.     In  these 
instances,  the  PSRO  should  record  the  entries  in  the 
General  Journal,  as  illustrated  below: 

ACCOUNT  NO.  DESCRIPTION 

Debit  HI  Cash-in-Bank 

Credit  121        Account  Receivable-Private 

Contract 
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Larger  PSROs  having  numerous  cash  receipts  trans- 
actions should  establish  a  separate  subsidiary  Cash  Re- 
ceipts Journal,  rather  than  recording  entries  in  the 
General  Journal.     A  separate  Cash  Receipts  Journal  is 
recommended  because  of  the  improved  internal  control 
required  for  significant  cash  flow  activity.  A 
consolidated  cash  receipts  and  accounts  receivable 
subsidiary  journal  may  also  be  used  (Figure  V-l) . 
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CHAPTER  VI 


THE  PAYROLL  FUNCTION 


The  PSRO  payroll  function  contributes  heavily 
to  organizational  and  accounting  complexity  because 
physician  and  staff  personnel  costs  must  be  appor- 
tioned on  a  functional  basis.     There  are  several  pro- 
cesses involved  in  the  payroll  function.     In  addition 
to  periodic  preparation  of  payrolls  and  maintenance 
of  appropriate  payroll  and  personnel  records,  other 
necessary  payroll  functions  are  distribution  of  salary 
and  wage  costs  to  expense  accounts  and  functional 
categories,   and  preparation  of  periodic  reports,  in- 
ternally for  management,   and  externally  for  DHEW,  IRS, 
etc.     These  functions  are  listed  and  described  in 
detail  in  this  chapter. 

Since  local  conditions  and  operating  require- 
ments dictate  the  details  and  functional  responsi- 
bilities of  the  payroll  function,  it  is  possible  in 
a  description  of  this  process  to  indicate  only  general 
guidelines.     Most  procedures  discussed  here  are  simply 
a  synopsis  of  employer  requirements  in  the  Employer's 
Tax  Guide   (Circular  E) ,  published  by  the  Internal 
Revenue  Service.     Copies  of  this  Guide  should  be  ob- 
tained at  either  IRS  regional  or  local  offices,  since 
it  contains  copies  of  payroll  tax  returns  and  related 
forms  and  instructions  concerning  income  tax  with- 
holding, FICA  tax  withholdings,   and  employer's  FICA 
tax. 


Periodic  Preparation  of  Payrolls 

In  most  organizations,  payrolls  will  be  prepared 
bi-weekly  or  semi-monthly.     Complete  and  accurate  prep- 
aration of  the  employee's  Time  Sheet   (see  Figures  VI-1 
or  VI-2)   is  essential  to  the  payroll  function,   and  care 
should  be  exercised  to  ensure  the  completeness  and 
accuracy  of  its  preparation.     Non-professionals  in  DHEW 
grantee  organizations  are  required  to  maintain  time  and 
attendance  records,  and  payroll  distribution  records 
must  be  maintained  for  all  professionals  and  non-pro- 
fessionals.    A  professional  can  be  defined  as  a  person 
performing  a  job  which  requires  specialized  knowledge 
and/or  academic  preparation. 
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FIGURE  VI-1 


BI-WEEKLY  TIME  SHEET 


PERIOD  ENDING: 


^^"**"""»«^Day 

Function  ^ 

M 

T 

W 

T 

F 

S 

s 

►I< 

M 

T 

W 

T 

F 

S 

S 

TOTALS 

Program  Mumt . 

Long  Tera  Care 

Aabulatory  Care 

AC/CS  Review 

NondeleRated  MCE 

Other  Review 

►I* 

Areawide  Hospital 

►r« 

Annual  Leave 

Sick  Leave 

Holiday 

Personal  Leave 

TOTAL 
PAID  HOURS 

Leave  W/0  Pay 

TOTAL  HOURS 

►i< 

I  HEREBY  CERTIFY  THAT  THE  ABOVE 
ACCOUNTING  OF  Mr  Tl«  FOR  THIS 
PERIOD  IS  ACCURATE  AND  CORRECT. 


SUPERVISOR  APPROVAL  EMPLOYEE  SIGNATURE 


APPROVAL  DATE 
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FIGURE  VI-2 


SEMI-MONTHLY  TIME  SHEET 


NAME i  PERIOD  ist-isthQ  i6Tm-3istQ 


FUNCT I  ON*"*^«^ 

_1_ 

_i_ 

—L 

_1_ 

3 

_i_ 

7 

8 

9 

!9 

12 

1  3 

1  4 

1  5 

TOTAL 

iS_ 

JLL 

19 

-iSL 

21 

-ii. 

-£Z 

11. 

i.2. 

26 

27 

28 

29 

30 

31 

PROGRAM  MGMT. 

LONG  TERM  CARE 

AMBULATORY  CARE 

AC/CS 

NONDELE GATED  MCE 

OTHER  REVIEW 

AREA* IDE  HOSP 

ANNUAL  LEAVE 

SICK  LEAVE 

HOLIDAY 

PERSONAL  LEAVE 

TOTAL 
PAID  HOURS 

LEAVE  I/O-  PAY 

TOTAL  HOURS 

I  HEREBY  CERTIFY  THAT  THE  ABOVE 
ACCOUNTING  OF  MY  TIME  FOR  THIS 
PERIOD  IS  ACCURATE  AND  CORRECT. 


SUPERVISOR  APPROVAL  EMPLOYEE  SIGNATURE 


APPROVAL  "ATE 
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An  important  purpose  of  the  employee's  Time  Sheet  is 
to  display  productive  time  by  function.     The  employee 
should  prepare  the  Time  Sheet  as  follows: 

•  Record  name  of  employee  and  period 

•  Write  number  of  hours  worked  each 
day  beside  the  corresponding  program 

•  Each  Time  Sheet  is  to  be  signed  by  the 
employee  and  approved  by  his/her  supervisor 

The  accounting  personnel  will,  at  the  end  of  each 
period,  total  all  hours  by  day  and  by  function.  The 
payroll  process  also  entails  maintaining  a  detailed 
earnings  record,  or  pay  card,   for  each  employee  and  pay- 
roll change  slips,  as  illustrated  in  Figures  VI-3  and 
VI-4.     Vacation   (annual)   and  sick  leave  records  should 
also  be  maintained  for  each  employee.     An  example  of 
such  a  record  is  illustrated  in  Figure  VI-5.  Exit 
interview  forms   (Figure  VI-6)   should  be  completed  for 
each  employee  who  terminates  regardless  of  the  reason. 

The  earnings,  all  deductions,  and  net  pay  for  each 
employee,  as  shown  in  the  Payroll  Journal     (Figure  VI-7), 
are  recorded  on  his  pay  card  each  pay  period.     The  card 
furnishes  the  information  needed  for: 

•  Preparing  the  payroll  for  persons  not 
having  a  change  in  payroll  status 
during  the  period; 

•  Preparing,  together  with  the  payroll 
change  slips,  the  payroll  for  persons 
having  a  change  in  payroll  status 
during  the  period; 

•  Reporting  income  tax  withheld,  also 
taxable  wages  and  withholdings  under 
the  Federal  Insurance  Contributions 
Act   (FICA)   for  each  employee  during 
the  period    (Form  941)  .  (Organizations 
exempt  from  income  tax  under  IRS  Code 
Sec.   501(C)(3)  may  be  exempt  from  with- 
holding and  contributing  FICA) . 
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NAME  OF  EMPLOYEE  . 

ADDRESS  

PHONE 


INDIVIDUAL  PAYROLL  RECORD  FOR  YEAR  ENDING. 


DATE  OF  BIRTH. 


SOCIAL  SECURITY  NO 
MARRIED  Q 
SINGLE  □ 


I*  
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DATE  EMPLOYED. 
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TOTAL  SCCOMO  OUAATI  A 


TOTAL  POWIITH  OUAHTCM 
TOTAL  FOR  YEAR 


I 
t 
I 
I 

( 
I 

_  7 

8 

9 
10 
11 
It 
|| 
14 
It 
It 
17 
18 
19 
M 

21 
22 
■a 

2. 

u 

«  H 

a  O 
C 

29  HJ 

„  w 
>1  < 

32  , 


PERSONNEL  CHANG; 


FIGURE  VI-4 


Nans    Soc.  Sec.  No. 

Address    Position 

  Cost  Center 

Phone  No.  Location 


ADO  TO  PAYROLL 


Salary:  $ 


EFFECTIVE  DATE   

Per  Hour  $  Per  Month  $ 


Per  Year 


_Permanent 
_Exempt 


Temporary 


Ful  I  Tine 


Part  Time 


Non-Exempt 


TRANSFER 
OR 

PROMOT  I  ON' 


Pos  i  t  i  on 
Cost  Center 
Location 


From 


To 


SALARY  CHANGE 


From  $ 


Merit 


  To  $_ 

Promotion 


Per 


Other  (Explain  in  Comments) 


LEAVE  OF 
ABSENCE 


From 
Reason 


To 


DROP  FROM 
PAYROLL 


Complete  EXIT  INTERVIEW  Form 


COMMENTS:    Please  include  any  additional  information  which  will  be  helpful  in  processing 
this  personnel  change,  i.e.,  new  employee  replacing  another  employee  for 
reasons  of  transfer,  promotion,  or  termination;  "Other"  reason  for  salary 
change;  amount  of  vacation  accrual  due  terminating  employee,  etc. 


Recommended  By  ;   Date 

Aj'f-oved  By    tJ.ite 
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FIGURE  VI-4 


F-ERSOfSlcl  uws-; 


Address 


Jan 

T23 


e  Smith 


Main  Street 


Anytown,  USA 


Fnone  No.      000  655-1212 


Sac.  Sec.  Mj 
Pos  i  t  i  on 
Coit  Confer 
Location 


555-77-8996 


Review  Coordinator 
AC/CS  Review 


_He  adquatters 


ADO  TO  PAYROLL 


Salary:  $ 


EFFECTIVE  DATE    January  1,  197  9  

Per  Hou'  S   Per  Itonth  I  Per  Yc-ir 


_Perrr.-ment   Temporary   f  ul  I  Timq   Pert  Tine 

Exempt   Non-Lxempt 


TRANSFER 
OR 

PRO.'?0TION 


From 


Pos 1 1  i  on 
Cost  Center 
Locat  ion 


lo 


XX    SALARY  CHANGE 


From  S      12,000  To  S      12,480  Per  year  

XX   HefTt    _   Promotion  Other  (Explain  in  Comments) 


LEAVE  OF 
ABSENCE 


From 
Reason 


To 


DROP  FROM 
PAYROLL 


Complete  EXIT  INTERVIEW  Form 


COMMENTS:    Please  include  any  additional   information  which  will  bo  helplul  In  processing 
this  personnel  change,  l.«V,  nja  o-ploy?e  replacing  another  employee  tor 
reasons  of  transfer,  promotion,  or  termination;  "Other"  reason  for  salary 
change;  amount  of  vacation  accrual  due  terminating  employee,  etc. 
Hired  August  15,  197B;  exceptional  performance  during  first 
it  months  ot  employment;  recommend  for  review  again  on  July  i,  ifn. 


RocO'rc<<nd?d  Br 
Approved  By 


Date  December  15,  197B 
Date     December  30,  1978 


-    57  - 


Name  i 

Annual/Sick  Leave  Record 


Figure  VI-5 


I  2  3  J  «  6 

4  Annual—-  4   SlCK  p. 

Pay  Period       Accrued      Taken     ■  Balance  .  Accrued      Taken  Balance 


wiikn  jomis  commit     snot  criin      • .  cs  ■ 
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Figure  VT-6 


EXIT  INTERVIEW  FORM 


NAME: 


SALARY : 


•  DATES  OF  E**>LOYMENT: 

FROM    TO 


ELIGIBLE  FOR  REHIRE : 

YES   


NO 


POS  I T I  ON  : 


LOCAT I  ON : 


TYPE  OF  TERMINATION: 
VOLUNTARY   


AOMINISTRATI VE_ 
I NVOLUNTARY 


SEVERANCE  PAY: 


FORWARD  I NG  ADDRESS ! 


NEW  EMPLOYER: 


EXPLANATION  OF  REASONS  AND/OR  CIRCUMSTANCES  FOR  TERMINATION: 


SUMMARY  EVALUATION  OF  WORK  PERFORMANCE: 


HAS  EMPLOYEE  SURRENDERED  ALL  COMPANY  CREDIT  CARDS  AND  OFFICE  KEYS?_ 
DATE    SIGNATURE  


-  59  - 


P Mf  HO IX  JOL'IMM. 


•  Preparing  the  Statement  of  Earnings 
and  Taxes  Withheld,  Form  W-2 

•  Preparing  the  Federal  Unemployment 
Tax  Reports   (not  applicable  for  or- 
ganizations exempt  from  income  tax 
under  IRS  Code  Section  501(C)(3)). 


•      Preparing  the  State  Income  Tax  With- 
held Reports,  where  appropriate 


The  columns  on  each  pay  card  should  be  totaled 
every  quarter  and  the  amounts  recorded  in  the  space 
provided.     Space  is  provided  for  calendar  year-to-date 
totals.     The  totals  of  the  columns  should  be  crossfooted 
as  a  check  on  the  correctness  of  the  amounts  recorded 
and  the  column  totals.     The  aggregate  of  the  columnar 
totals  of  the  pay  cards  should  be  reconciled  to  the 
Payroll  Journal  for  the  following  items: 

•  Federal  Income  Taxes  Withheld 

•  Federal  Insurance  Contributions  Act 
Tax  Withheld 

•  State  Income  Tax  Withheld 


Maintenance  of  Appropriate  Payroll 
Records  and  Controls 


The  Payroll  Journal,  illustrated  in  Figure  VI-7,  is 
the  major  accounting  record  of  earnings  of  all  employees 
(including  net  salaries  and  deductions) ,  and  the  allo- 
cation and  distribution  of  these  amounts  to  the  expense 
accounts.     The  employee's  Time  Sheet  is  a  source 
document  for  preparing  payroll. 

The  specific  Payroll  Journal  procedures  are  to: 

•  Enter  the  last  date  of  the  pay  period 
in  the  date  column  for  each  employee. 

•  Enter  the  employee's  name  and  the 
check  number  for  each  pay  check. 

•  Distribute  the  payroll  taxes  for  each 
employee  under  the  appropriately  marked 
column,  then  show  net  due  employee. 


-  62  - 


•  Distribute  the  gross  salary  to  the 
functions  on  which  the  employee  worked. 
Review  the  Time  Sheet  to  make  this 
allocation. 

•  Upon  completing  the  entries  for  the 
period,  foot  and  crossfoot  all  columns. 

•  Post  payroll  expense  columns  to  the 
General  Ledger  and  Subsidiary  Ledger 
accounts . 

Payroll  Reports 

Periodic  reports  based  on  payroll  records  of  earn- 
ings and  withholdings  must  be  made  to  taxing 
authorities  and  others  to  whom  payment  of  withholdings 
are  made.     Only  Federal  reports  are  uniform  throughout 
the  fifty  states.     Reports  to  the  State  tax  agencies 
and  other  agencies  for  whom  withholdings  are  made  will 
vary  with  the  state  and  agency  involved.     The  employer's 
Tax  Guide,  Circular  E,   should  be  consulted  in  connection 
with  the  tax  reports  discussed  under  this  section. 
Several  more  standardized  report  procedures  and  re- 
quirements include: 

•  Withholdings  from  employee's  earnings 

•  Periodic  deposit  of  taxes 

•  Employer's  Quarterly  Federal  Return 

Withholdings  from  Employee  Earnings 

A  variety  of  withholdings  from  the  earnings  of  em- 
ployees are  required  by  law  with  written  authorization 
of  the  employee.  Three  of  the  major  withholding  cate- 
gories are: 

•  The  Employee's  Withholding  Exemption 
Certificate,  FormW-4,  available  from 
the  local  Internal  Revenue  Service 
office.     The  amount  of  Federal  income 
tax  periodic  payroll  withholding  is 
determined  by  using  the  instructions 
and  tables  in  the  Employer's  Tax  Guide, 
Circular  E. 
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•    Federal  Insurance  Contribution  Act 
(FICA)  tax. 


•    The  State  income  tax  withholding 
authorization  forms,  withholding 
rates,  and  instructions  available 
from  the  State  tax  agency. 

A  Statement  of  Earnings  and  Taxes  Withheld,  Form 
W-2,  must  be  issued  to  employees  annually,  no  later 
than  January  31.     The  Employer's  Tax  Guide  presents 
detailed  instructions  on  the  preparation  and  proper 
disposition  of  the  form. 

Periodic  Deposit  of  Taxes 

Funds  withheld  from  an  employee's  earnings  and  the 
employer's  FICA  and  unemployment  taxes  must  be  deposited 
with  an  authorized  depository  of  the  United  States 
Treasury.     The  various  agencies  provide  both  instructions 
and  forms  to  be  used  in  making  reports  and  periodic  pay- 
ments.    Interest  and  penalties  for  late  payment  may  not 
be  charged  to  the  HCFA  Grant. 

Employer's  Quarterly  Federal  Return 

An  Employer's  Quarterly  Federal  Tax  Return  (Form 
941),  together  with  any  tax  due,  must  be  submitted  to 
the  Internal  Revenue  Service  within  3  0  days  after  the 
close  of  each  calendar  quarter  and  by  January  31  for  the 
fourth  quarter.     The  Employer's  Tax  Guide,  Circular  E 
has  complete  instructions  for  the  preparation  and  sub- 
mission of  the  form.     Form  940,  Federal  Unemployment 
Tax  Return,   is  due  each  January  31  for  the  preceding 
year. 

Payroll  Accounting—Case  Study 

The  payroll  processing  for  a  "typical"  PSRO  employee 
is  illustrated  here  in  a  case  study.     There  are  four 
basic  steps  in  the  payroll  accounting  process: 

Step  1  -  Employee  Time  Sheet  Completion 

Step  2  -  Calculation  of  gross  pay  and  deductions 
(cumulative  earnings  record) 

Step  3  -  Preparation  of  pay  check  and  Payroll 
Journal 
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•  Distribute  the  gross  salary  to  the 
functions  on  which  the  employee  worked. 
Review  the  Time  Sheet  to  make  this 
allocation . 

•  Upon  completing  the  entries  for  the 
period,  foot  and  crossfoot  all  columns. 

•  Post  payroll  expense  columns  to  the 
General  Ledger  and  Subsidiary  Ledger 
accounts . 

Payroll  Reports 

Periodic  reports  based  on  payroll  records  of  earn- 
ings and  withholdings  must  be  made  to  taxing 
authorities  and  others  to  whom  payment  of  withholdings 
are  made.     Only  Federal  reports  are  uniform  throughout 
the  fifty  states.     Reports  to  the  State  tax  agencies 
and  other  agencies  for  whom  withholdings  are  made  will 
vary  with  the  state  and  agency  involved.     The  employer's 
Tax  Guide,  Circular  E,  should  be  consulted  in  connection 
with  the  tax  reports  discussed  under  this  section. 
Several  more  standardized  report  procedures  and  re- 
quirements include : 

•  Withholdings  from  employee's  earnings 

•  Periodic  deposit  of  taxes 

•  Employer's  Quarterly  Federal  Return 

Withholdings  from  Employee  Earnings 

A  variety  of  withholdings  from  the  earnings  of  em- 
ployees are  required  by  law  with  written  authorization 
of  the  employee.  Three  of  the  major  withholding  cate- 
gories are: 

•  The  Employee's  Withholding  Exemption 
Certificate,  Form  W-4,  available  from 
the  local  Internal  Revenue  Service 
office.     The  amount  of  Federal  income 
tax  periodic  payroll  withholding  is 
determined  by  using  the  instructions 
and  tables  in  the  Employer's  Tax  Guide, 
Circular  E. 
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•  Federal  Insurance  Contribution  Act 
(FICA)  tax. 

•  The  State  income  tax  withholding 
authorization  forms,  withholding 
rates,  and  instructions  available 
from  the  State  tax  agency. 

A  Statement  of  Earnings  and  Taxes  Withheld,  Form 
W-2,  must  be  issued  to  employees  annually,  no  later 
than  January  31.     The  Employer's  Tax  Guide  presents 
detailed  instructions  on  the  preparation  and  proper 
disposition  of  the  form. 

Periodic  Deposit  of  Taxes 

Funds  withheld  from  an  employee's  earnings  and  the 
employer's  FICA  and  unemployment  taxes  must  be  deposited 
with  an  authorized  depository  of  the  United  States 
Treasury.     The  various  agencies  provide  both  instructions 
and  forms  to  be  used  in  making  reports  and  periodic  pay- 
ments.    Interest  and  penalties  for  late  payment  may  not 
be  charged  to  the  HCFA  Grant. 

Employer's  Quarterly  Federal  Return 

An  Employer's  Quarterly  Federal  Tax  Return  (Form 
941),  together  with  any  tax  due,  must  be  submitted  to 
the  Internal  Revenue  Service  within  30  days  after  the 
close  of  each  calendar  quarter  and  by  January  31  for  the 
fourth  quarter.     The  Employer's  Tax  Guide,  Circular  E 
has  complete  instructions  for  the  preparation  and  sub- 
mission of  the  form.     Form  940,  Federal  Unemployment 
Tax  Return,  is  due  each  January  31  for  the  preceding 
year . 

Payroll  Accounting — Case  Study 

The  payroll  processing  for  a  "typical"  PSRO  employee 
is  illustrated  here  in  a  case  study.     There  are  four 
basic  steps  in  the  payroll  accounting  process: 

Step  1  -  Employee  Time  Sheet  Completion 

Step  2  -  Calculation  of  gross  pay  and  deductions 
(cumulative  earnings  record) 

Step  3  -  Preparation  of  pay  check  and  Payroll 
Journal 
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Step  4  -  Distribution  of  personnel  expense 
by  function 


Employee  Time  Sheet  Completion  -  Step  1 

Data  —  The  sample  time  sheet  is  for  Myfavorite 
PSRO  employee,  Jane  Smith,   for  the  first 
half  of  the  month  of  January  1979.  This 
employee  is  a  review  coordinator  who  is 
primarily  assigned  to  admission  certifica- 
tion and  continued  stay  concurrent  review 
although,  as  necessary,  does  participate 
in  nondelegated  medical  care  evaluation 
studies.    (Figure  VI-8) 

Calculation  of  Gross  Pay  and  Deduction  (Cumulative 
Earnings  Record)   -  Step  2 

Based  on  the  hours  reported  on  the  Time  Sheet, 
the  payroll  gross  pay  and  deductions  are  de- 
termined for  the  payroll  period.     Note  that 
payroll  records  are  always  cumulative  on  a 
calendar  year  basis.      (Figure  VI-9) 

Preparation  of  Pay  Check  and  Payroll  Journal  -  Step  3 


The  information  calculated  for  the  employee  cumula- 
tive earnings  is  transferred  for  each  employee  to 
the  stub  of  the  paycheck  and  then  entered  in  the 
Payroll  Journal   (Figure  VI-10) .     If  a  "one-write" 
payroll  system  is  used,  the  check,   individual  earn- 
ings record,   and  Journal  are  prepared  simultaneously. 


Distribution  of  Personnel  Expense  by  Function  -  Step  4 

The  salary  expense  should  be  distributed  by 
function  according  to  the  proportion  of  the 
total  reported  on  the  Time  Sheet.  Non- 
productive paid  time   (sick  leave,   annual  leave, 
holidays)   should  be  charged  to  the  function 
where  the  employee  is  primarily  assigned  (in 
this  case,  admission  certification  and  continued 
stay  concurrent  review) . 
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Figure  VT-8 
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NAMC  OF  WFLOYU 
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Distributions  are  recorded  in  the  Payroll  Journal 
for  each  major  expense  code   (review  coordinator, 
management,  support  and  technical)   by  function. 
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CHAPTER  VII 


THE  PURCHASING  AND  DISBURSEMENTS  FUNCTIONS 


The  largest  volume  of  accounting  transactions  will 
be  generated  by  the  acquisition  of  supplies,  equipment, 
and  personal  services.     Transactions  occur  every  day 
in  this  area,   and  adequate  procedures  should  be  estab- 
lished so  that  each  step  follows  smoothly  and  in  proper 
order  from  the  initiation  of  the  request  for  an  item 
all  the  way  through  its  being  put  into  place  and  being 
paid  for.     The  three  major  functions  are  purchasing , 
receiving ,   and  disbursing .     Since  most  PSROs  are  not 
sufficiently  large  to  justify  separation  of  all  three 
functions,   this  discussion  will  combine  the  purchasing 
and  receiving  functions,  and  then  discuss  the  disburse- 
ments function. 


Purchasing  and  Receiving 

One  individual  or  position  in  the  PSRO  should  be 
designated  as  having  sole  and  complete  responsibility 
for  the  acquisition  of  all  supplies  and  equipment.  This 
would  include  ordering,   receipt,  verification  and  re- 
quest for  payment.     Ideally,   these  functions  would  be 
separated  but    cannot    be  in  small  organizations.  This 
person  would  also  be  responsible  for  maintaining  any 
inventory  and/or  equipment  records. 

The  procedures  for    the    purchasing  and  receiving 
function  are  detailed  in  Figure  VII-1.     The  steps  are 
as  follows: 

1.  The  purchasing  clerk  receives  either  a 
verbal  or  written  request  for  a  needed 
item; 

2.  The  clerk  compares  the  request  to  the 
budget,  verifying  that  the  item(s)  is 
approved ; 

3.  The  clerk  obtains  prices  from  vendors 
to  ensure  that  the  amount  in  the  bud- 
get for  the  item(s)    is  sufficient; 
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4.  A  4-copy  purchase  order,  numerically 
sequenced,   is  prepared   (Figure  VII-2). 
The  copies  are  to  be  distributed  to: 

(a)  The  vendor; 

(b)  The  accounting  department,  for 
filing  alphabetically  by  vendor; 

(c)  The  receiving  department  (probably 
the  same  person) ,   for  filing 
alphabetically  by  vendor; 

(d)  The  purchasing  clerk,   filing  this 
copy  by  purchase  order  numerical 
sequence ; 

5.  The  completed  purchase  order  is  sub- 
mitted for  approval   (executive  director 
or  designee) ; 

6.  Upon  receiving  all  the  proper  approvals, 
the  purchase  order  is  burst  and  copies 
distributed  as  detailed  above; 

7.  When  the  ordered  item(s)   is  received,  the 
shipping  copy  is  reconciled  to  the  purchase 
order  receiving  copy.      If  everything  matches 
after  reconciliation,   the  clerk  then  notes 
same  on  receiving  copy  and  forwards  it 

to  the  accounting  department.  Shipping 
advice  or  bill  of  lading  is  filed  in 
receiving  department.     If  there  is  a 
discrepancy  in  the  purchase  order  and 
the  receipt  of  goods,   this  should  be 
noted  on  the  purchase  order,   a  photostat 
made  for  the  accounting  department,  and 
the  purchase  order  refiled  to  await 
receipt  of  the  balance  of  the  order; 

8.  Invoices  are  received  by  the  accounting 
department,  which  matches  them  against 
purchase  orders  and  receiving  advices 
to  determine  that  all  is  in  order  for 
processing  for  payment; 

The  process  is  very  straightforward,   and  also 
includes  two  additional  steps  to  add  control 
features . 
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Purchase  Order 

— A— — — — 


°*TE  No.  (prenumbered) 

This  ordef  number  must  appear  on 
all  correspondence,  invoices 
packages  and  shipping  papers 


•  All  vendors  of  the  PSRO  should  be  approved 
as  such  by  the  executive  director  or  his 
designee.     Approved  vendors  only  will  be 
used  for  the  purchase  of  goods  and  ser- 
vices.    Exceptions  will  require  approval 
prior  to  the  initiation  of  a  purchase 
order.     All  approved  vendors  should  be 
notified  that  no  invoices  will  be  honored 
without  a  purchase  order  number. 

•  A  Purchase  Order  Log  should  be  maintained 
(Figure  VII-3).     This  provides  a  ready 
recapitulation  of  the  purchase  orders  issued, 
by  number,  by  vendor  and  by  amount,  for 
historical  comparative  cost  studies,  to 
determine  outstanding  commitments  for  bud- 
geting purposes  and  to  accrue  expenditures 
properly  at  the  close  of  an  accounting  period. 
This  log  should  be  maintained  by  the  account- 
ing department. 

Disbursing 

There  are  three  basic  steps  which  all  disburse- 
ment transactions  including  payroll  must  go  through: 

•  Invoice  or  time  sheet  verification  and 
voucher  preparation 

•  Preparation  of  checks  and  recording  cash 
disbursements  and  payroll  journals 

•  Distribution  of  payroll  and  other  dis- 
bursements to  appropriate  functions 

Each  of  these  disbursement  functions  will  be  dis- 
cussed in  subsequent  sections  of  this  chapter.  An 
illustration  of  the  overall  Disbursement  Function  is 
shown  in  Figure  VII-4. 

1 .     Invoice  Verification  and  Voucher  Preparation 

Two  distinct  procedures  can  be  followed  by  PSROs  to 
process  vendor  bills  for  payment.     As  bills  are  re- 
ceived,  they  can  be  verified  by  the  bookkeeper, 
generally,  and  filed  alphabetically  by  vendor  once  a 
check  has  been  prepared  and  disbursed.     Smaller  PSROs 
may  adapt  this  method  to  their  own  particular  operations 
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Purchase  Order  log 


Date 
Issued 


P.O 
number 

I 

■  i 


P.O. 

Amount 


Invoice       Date       Furniture  t  Fodipmfwt 
Amount      Invoiced     Acct.  No.      Amount  Acct. 


Suppi IFS 
No.  Amo 

I 


Othfr 
Acct.  no.  amount 


PSRO  CASH  DISBURSEMENTS  PROCESS 


APPROVED 
VOUCHERS 


As  PSRO  operations  become  increasingly  complex,  a  more 
sophisticated  system  of  control  over  all  expenditures 
is  necessary.     One  effective  method  is  the  voucher 
system. 

The  voucher  system  will  sometimes  require  that 
every  liability  be  recorded  in  the  Accounts  Payable 
Journal  prior  to  payment.     This  system,  when  properly 
maintained  assures: 

•  Goods  and  services  have  been  received 
prior  to  payment,  checked  against  in- 
voices, and  duly  authorized  for  payment; 

•  Purchase  discounts  are  exercised; 

•  Transactions  are  easily  auditable  due 
to  commonality  of  methods  for  pro- 
cessing all  cash  disbursements. 


(1)     Voucher  Preparation 

The  voucher,  presented  in  Figure  VII-5,   is  pre- 
pared for  every  expenditure.     The  voucher  is  then 
attached  to  each  incoming  invoice  with  the  appropriate 
support  documentation  for  processing. 

The  essential  elements  appearing  on  each  voucher 

are : 

•  Voucher  Number  --  A  consecutive  numbered 
voucher  is  assigned  to  every  incoming  in- 
voice.    If  two  invoices  are  received  from 
the  same  vendor,  one  voucher  may  be  assigned 
to  both  invoices. 

Name  and  address  of  creditor; 

4      General  Ledger  account  distribution, 
including  amount  and  terms  of  payment; 

•  Approvals  needed  from  both  employees 
performing  the  verification  and  managers 
reviewing  the  voucher; 

•  Check  number  and  date. 
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PSRO  VOUCHER  FORM 


FIGURE  VII-5 


CASH 
DISBURSEMENTS 
FUNCTION 


VOUCHER  DUPLICATE 

PAY  TO:                                               VOUCHER  NUMBER:  fPreDrintedl 

DATE: 

ACCOUNT  DISTRIBUTION  AMOUNT 
— — — ^ — — — ^ — — —   

nisrniiNT 
NET  AMOUNT 

APPROVAL 

NAME  DATE 

EXTENSIONS  AND  FOOTINGS 
PRICE  AGREES  WITH  PURCHASE  ORDER 
QUANTITIES  AGREE  WITH  RECEIVING 
ACCOUNT  DISTRIBUTION  CHECKED 

APPROVED  FOR  PAYMENT:   

PHPrK  N1IMRFR-                                              CUFCK  flATF  • 
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An  alternate  to  the  use  of  a  voucher  is  the  use 
of  rubber  stamps  formatted  with  similar  information. 
Figure  VII-6  shows  an  example  of  an  "approval"  stamp 
format  and  a  "paid"  stamp  format  which  could  substitute 
for  the  voucher. 

(2)     Invoice  Verification  and  Processing 

The  following  steps  should  be  performed  upon 
receipt  of  an  invoice: 

•  Employee  prepares  a  voucher  in  duplicate, 
recording  the  following  information: 

--  Invoice  date,  number  and  amount 

—  Creditor's  name  and  address 

•  Supporting  documents  are  pulled  (receiving 
report  and  purchase  order)  and  attached 

to  the  invoice  and  voucher.     The  original 
voucher,  with  supporting  documents,  is  now 
ready  for  audit.     The  duplicate  vouchers 
are  filed  by  voucher  number  for  numerical 
control . 

•  An  employee  verifies  the  invoice  data 
against  the  purchase  order  copy  and 
receiving  report: 

—  Invoices  are  checked  for  mathematical 
accuracy 

--  Prices  are  compared  to  a  purchase 
order  or  a  standard  price  list 

--  Quantities  billed  are  checked  against 
receiving  reports 

--  Vendor  and  type  of  purchase  are  traced 
to  an  authorized  vendor  listing 

--  Account (s)   to  be  charged  determined 
and  noted  on  approval 

•  A  mathematical  check  is  performed  for  all 
invoices.     Price  checking  will  differ  from 
invoice  to  invoice. 
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FIGURE  VII-6 
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Date 


Check  Number 
Initial 
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•      Upon  completion  of  these  steps,  the  indivi- 
dual signs  the  voucher  evidencing  performance 
of  the  required  processes.     Vouchers  can  now 
be  reviewed  and  approved  by  the  controller. 

The  verified  and  approved  vouchers  are  forwarded 
to  the  employee  in  charge  of  check  preparation  and 
cash  disbursements. 

2-     Preparing  Checks  and  Recording  Cash  Disbursements 

Subsequent  to  the  performance  and  completion  of 
the  activities  involved  in  approving  bills  for  pay- 
ment, all  documents   (including  the  invoice,  voucher, 
purchase  order,  etc.)   are  forwarded  for  processing 
and  payment  through  the  cash  disbursement  function. 

The  major  steps  in  the  disbursements  process 
include : 

•  Preparing  checks  from  the  voucher  and 
recording  the  disbursement  in  the  Cash 
Disbursements  Journal; 

•  Annotating  vouchers  with  check  date, 
number,  and  amount  and  forwarding 
for  authorization  and  signature; 

•  Examining  the  documents  for  authorization 
by  the  designated  administrator  or 
controller  and  signing  the  checks  and 
supporting  vouchers 

•  Releasing  the  checks  for  mailing, 
cancelling  the  vouchers   (with  a  "Paid" 
stamp   (Figure  VII-6)  or  other  permanent 
cancelling  device) ,  and  filing  the 
vouchers  in  the  vendor's  paid  files; 

To  maintain  the  Cash  Disbursements  Journal,  the 
following  steps  should  be  followed: 

•  Complete  the  columnar  headings  on  the 
Cash  Disbursement  Journal; 

•  Record  amount  in  the  Cash  Disbursements 
Journal,   simultaneously  initiating  the  check; 
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•  In  the  appropriate  columns,  write  the 
amount (s)  and  account  number (s)  to  be 
distributed ; 

•  Total  columns,   foot,  and  crossfoot  the 
Cash  Disbursements  Journal. 

All  cash  disbursements  are  recorded  in  the  Cash 
Disbursements  Journal    (Figure  VII-7)   to  create  a 
chronological  record  of  each  check  issued.     Each  entry 
is  serially  numbered  and  dated  to  facilitate  the 
investigation  of  details  concerning  cash  transactions. 

At  month's  end,   the  column  totals  of  the  Cash 
Disbursements  Journal  are  posted  to  the  General  Ledger. 
The  posting  symbol  CDJ  is  placed  in  the  reference 
column  of  the  General  Ledger  sheet  to  indicate  the 
source  of  entry. 

In  some  larger  PSROs  which  employ  a  full  accrual 
accounting  system,  the  voucher  is  posted  in  the 
Accounts  Payable  Journal  at  the  time  of  preparation, 
and  this  is  then  posted  to  the  General  Ledger.  The 
offsetting  entries  are  made  from  postings  from  the 
Cash  Disbursements  Journal.     Since  almost  all  PSROs 
utilize  a  modified  accrual  accounting  system,  this 
step  is  not  illustrated  in  the  PSRO-FMAS. 

3 .     Reimbursement  Requests 

A  request  for  reimbursement  of  an  employee's 
travel  or  of  a  consultant's  time  and  travel  should  be 
generated  on  a  proper  form  and  authorized  for  payment 
in  the  same  process  as  vendor  invoices.     Sample  Travel 
Vouchers   (Figures  VII-8  and  9)   and  Physician  Time 
Voucher   (Figure  VII-10)   are  presented  as  examples  of 
these  necessary  forms. 

Each  reimbursement  made  to  a  physician  or  con- 
sultant should  be  recorded  in  a  log  or  memo  journal 
established  for  each  individual,  accumulated  by  calendar 
year.     This  log  will  provide  the  record  with  which  to 
prepare  the  IRS  Form  1099  for  fees  paid  to  consultants. 
It  should  also  contain  each  consultant's  address  and 
Social  Security  number. 
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cash  DisBuisnmrrs  jouual 


IN  AREA  TRAVEL  REIMBURSEMENT  REQUEST 


NAME: 


Date 


ADDRESS : 


PERIOD: 


Purpose  (from/t<_: 


mctlon 


Hrs 


Personal  Auto 


^ttleage 


la. 


Out 


Total 


■sr 


Taxi, 
Etc. 


Motel 


Meals 


P'king 

Etc 


Misc. 


Explain 


Total 


Accounting 
Use  Only 


In 


Out 


In 


Out 


IB. 


OuL. 


12- 


Out 


In 


Out 


CO 


In 


2UL 


Out 


In 


Out 


In 


Out 


Da>s  Per  Diem  at 


In 


Out 


Per  Day 


TOTALS 


G 


I 

CO 


I  certify  that  the  above  charges  are  true,  correct 
and  complete  to  the  best  of  my  knowledge. 

Employee : 


Less:  Advance 


Total  Due:     F,mployee/d7  Company £J7 


^g£roved: 


Date: 


Approved : 


OUT  OF  AREA  TRAVEL  REIMBURSEMENT  REQUEST 


FIGURE  VII-9 


NAME:  POSITION : 


ADDRESS:  PURPOSE: 


Depai 

tura 

Points  of  Travel 

Arrival 

Data 

Time 

From 

To 

Date 

Time 

Daye  Per  Diem  at  Per  Day  $ 

Expenses  (Attach  Receipts  as  Required) 

Hotel  , 

Meals  , 

Personal  Auto  /        Milan  at  oer  Mile)  

Plane/Rail  Fare   

Auto  Rental   

Taxi,  Bus,  etc  

Parking,  Tolls,  etc  

Tlpa  

Other  (Specify)   


Total  Expanses 


I  certify  that  the  above  charges 
arc  true,  correct  and  complete  to 


th.  best  of  my  knowledge.  Total  Due  Employee  £J    Co.  £J  %, 


Employee :   Approved:  

Sf^J^^^^ _ _ _ _ _ _ AgpTOVed^^^^^ 

Date  Paid:   Check  Number:  Amount: 
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FIGURE  VII-10 


PHYSICIAN  TIMESHEET 

Physician  Name   Address  

Hospital  (if  Physician  Advisor)   

  Zip  Code 

Phone_(  1  


DATE 

PHYSICIAN  ADVISOR 
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AMOUNT  TO  BE 

PATIENT  REVIEW 
TIME 
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EXPLANATION 

TIME 

EXPLANATION 

PAID  a 
$   RATE 

Signature 
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4-     Checks  and  Bank  Reconciliation 


It  is  strongly  recommended  that  PSROs  adopt  the 
.use  of  voucher  checks  such  as  the  one  in  Figure  VII-11 
This  permits  exhibiting  the  accounts  being  changed  on 
the  remittance  advice,  and  carbon  copies  provide  for 
enhanced  audit  trails.     Usually  one  copy  is  kept 
numerically  for  the  check  register,  one  copy  is  filed 
with  the  paid  invoices  alphabetically  by  vendor,  and 
one  copy  is  available  for  use  as  a  keypunch  source 
document  if  automation  is  employed.     Payroll  deduction 
blocks  can  also  be  preprinted  on  the  payment  advice. 

Figure  VII-12    illustrates    a  format  for  reconciling 
the  bank  account  monthly.     This  should  be  done  by  a 
person  other  than  those  authorized  to  prepare  or  siqn 
checks. 
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FIGURE  VII-12 
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CHAPTER  VIII 
FIXED  ASSET  ACCOUNTING 


Fixed  assets  in  PSROs  are  defined  as  those  items 
of  property  having  a  useful  life  of  more  than  one  year 
and  with  a  unit  cost  of  acquisition   (billed  price  plus 
freight,  taxes,  and  installation  charges,  net  of  dis- 
counts taken)   in  excess  of  $300.00,   as  set  forth  in 
Chapter  XXIV  of  the  PSRO  Program  Manual.     PSROs  may 
purchase  assets  using  either  HCFA  grant  funds  or  funds 
generated  by  contracts  with  organizations  for  private 
review   (non-Federal  property)  depending  upon  the  pri- 
mary usage  of  the  asset.     Normal  asset  accounting  pro- 
cedures apply  for  all  asset  purchases.     Generally  these 
procedures  include  capitalizing  the  property  that  meets 
the  fixed  asset  criteria,  as  defined  by  the  PSRO,  and 
depreciating  the  cost  of  the  asset  over  the  estimated 
useful  life.     When  assets  are  donated  to  the  PSRO  or 
brought  forward  from  previously  existing  organizations, 
the  values  to  be  capitalized  are  generally  the  fair 
market  value  as  of  the  date  title  passes  to  the  PSRO; 
however,  PSROs  should  seek  professional  accounting 
assistance  in  recording  complex  transactions  involving 
significant  amounts.     Furniture  and  equipment  brought 
forward  from  the  HEW/HCFA  contract  is  considered  to  be 
Federally  owned,  subject  to  the  requirements  of  0MB 
Circular  No.  A-110,  Attachment  N.     Title  will  continue 
to  vest  in  the  Federal  government.     Title  to  assets 
purchased  with  HCFA  grant  funds  will  vest  in  the  PSRO. 
However,  upon  termination  of  the  grant,  disposition  of 
the  furniture  and  equipment  will  be  determined  by  DHEV7. 

The  PSROs  have  not  only  an  ownership  but  also  a 
custodial  responsibility  for  property  purchased  with 
HCFA  grant  funds ,   and  PSRO  accounting  personnel  must 
maintain  the  necessary  property  accounting  records  to 
support  and  document  asset  purchases.  Property 
accountability  is  usually  one  of  the  most  important 
areas  included  in  the  Federal  audits  of  PSROs. 

The  U.   S.  Government  requires  that  all  grantees 
maintain  a  listing  of  assets  purchased  with  grant 
funds.     This  listing  should  include  a  description  of 
the  asset  and  the  total  acquisition  costs.     The  total 
value  of  all  purchased  fixed  assets  must  agree  with 
the  total  of  the  amounts  shown  for  fixed  assets  in 
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the  general  ledger.     Also,   the  total  value  of  all  pur- 
chased fixed  assets  plus  all  other  cash  expenditures 
must  agree  with  the  total  of  the  amounts  shown  for 
total  program  outlay  on  the  SF  269  Financial  Status 
Report. 

Fixed  Asset  Accounting  for  Shared  Property 

PSROs  may  purchase  property  with  U.   S.  Government 
funds  and  also  purchase  and  maintain  non-Federal  pro- 
perty.    In  this  situation,   the  PSRO  may  find  it  neces- 
sary or  practical  to  share  property  among  the  various 
programs . 

Assets  Purchased  with  Federal  Funds 

An  acquisition  of  furniture  or  equipment  would  be 
reported  on  the  Expenditure  Report  SF  269  and  simul- 
taneously charged  to  the  grant  at  the  full  purchase 
price.     It  would  be  capitalized  and  depreciated  in  the 
books  solely  for  the  purposes  of  maintaining  an  accurate 
cost  of  PSRO  operations.     PSROs  cannot  recover  depre- 
ciation expense  for  Federal  review  activities  without 
a  negotiated  indirect  cost  provision  in  the  HCFA  grant. 

PSROs  using  furniture  and  equipment  purchased  with 
U.   S.   Government  funds  jointly  with  non-Federal  programs 
must  be  in  compliance  with  the  property  regulations  con- 
tained in  Part  74  of  Title  45,  Code  of  Federal  Regula- 
tions,  Subpart  0. 

Assets  Purchased  with  Non-Federal  Funds 

If  the  non-Federal  property  is  used  specifically  for 
non-Federal  activities,  then  the  depreciation  expense  is 
charged  exclusively  to  the  non-Federal  contracts. 

If  the  property  is  used  jointly  for  both  Federal 
and  non-Federal  programs,   the  above  discussion  of  limited 
use  would  apply.     However,   should  the  property  be  used 
extensively  or  solely  for  Federal  activities,   the  non- 
Federal  program  may  charge  the  Federal  program  a  docu- 
mented, equitable  usage  charge  or  recover  the  usage  cost 
through  a  negotiated  indirect  provision.     All  indirect 
cost  rates  must  be  negotiated  through  the  Division  of 
Cost  Allocation   (DCA)   within  the  DHEW  Regional  Adminis- 
trative Support  Center.     A  special  indirect  cost  accounting 
procedure  is  discussed  under  account  599  in  the  Chart  of 
Accounts,   using  depreciation  of  fixed  assets  as  an  example. 
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Depreciation  of  Fixed  Assets 


The  allocation  of  the  cost  of  a  fixed  asset  over  the 
periods  benefiting  from  its  use  is  known  as  depreciation. 
It  is  important  that  PSROs  record  depreciation  in  the  books 
so  that  an  accurate  cost  of  PSRO  operations  can  be  derived 
although  PSROs  cannot  be  reimbursed  for  depreciation  ex- 
pense under  Federal  grants.     In  reporting  expenditures  on 
the  SF  269  -  Financial  Status  Report,  the  PSROs  include  the 
actual  cash  outlay  for  the  acquisition   (purchase)   of  fixed 
assets   (rather  than  depreciation  expense) ,  and  all  other 
cash  expenditures. 

There  are  many  methodologies  available  for  cal- 
culating depreciation.     PSROs  are  advised  to  be  con- 
cerned only  with  the  straight  line  method.*  To  compute 
the  amount  of  annual  depreciation  for  a  particular 
asset,  divide  the  acquisition  cost  by  the  expected  use- 
ful life  of  the  asset.     For  example,   to  determine  the 
annual  depreciation  expense  for  a  desk  whose  billed 
price  was  $525.00,   freight  cost  was  $25.00,  salvage 
value  $50.00,   invoice  terms  were  2/10  net  30  and  whose 
useful  life  was  expected  to  be  10  years,  the  following 
calculations  would  be  made: 

Billed  Price 
+Freight 


-Discount   ($525.00  x  .02) 
Total  Acquisition  Cost 
-Salvage  Value 
Total  Depreciable  Cost 


$525. 

00 

25. 

00 

$550. 

00 

10. 

50 

$539. 

50 

50. 

00 

$489. 

50 

Annual  Depreciation  =  $489.50  *  10  years  =  $48.95 
per  year.     The  entries  to  record  the  acquisition  of 
the  asset  and  the  annual  depreciation  at  fiscal  year 
end  would  be  as  follows: 

Acquisition  of  Asset 

Dr.  Account  No.     151  Furniture  and  Equip- 
ment $550.00 
C        ,;count  No.   Ill  Cash  in  Bank/Disburs- 
ing Account  $550.00 
lis  entry  is  made  by  posting  the  Cash  Disburse- 
ments Journal  to  the  General  Ledger) 


♦Accelerated  depreciation  is  beneficial  only  for  inc 
tax  purposes.     Since  PSROs  are  non-profit  and  pay  no 
income  tax,  only  straight-line  depreciation  need  be 
considered . 
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Depreciation 


of  Asset 


Dr.  Account  Mo.     564-XX  Furniture  and  Equip- 
ment Depreciation  $48  95 
Cr.  Account  No.   152  Allowance  for  Deprecia- 

tion  Furniture  and  Equipment  $48.95 
(To  record  depreciation  expense  for  fiscal  year 
ending  September  30,  1979). 

The  entry  to  record  depreciation  is  considered 
necessary  only  once  per  year  but  a  PSRO  may  make  the 
entry  at  the  end  of  any  accounting  period  it  desires 
as  long  as  the  proper  amount  of  depreciation  is  re- 
flected at  the  close  of  the  fiscal  or  grant  year.  A 
depreciation  schedule,  Figure  VIII-1,   for  all  fixed 
assets  and/or  a  fixed  asset  ledger  card  for  each 
fixed  asset  purchased,  Figure  VIII-2,  may  be  used  for 
computing  depreciation. 

Fixed  Asset  Subsidiary  Fecords 

To  provide  better  internal  control  of  fixed  assets, 
to  assure  greater  accuracy  in  recording  transactions,  and 
to  comply  with  Part  74.140  of  Title  45,  Code  of  Federal 
Regulations,   Subpart  0--Equipment  Management  Requirements, 
a  fixed  asset  ledger  card,   Figure  VIII-2, should  be  kept 
for  each  item  whose  purchase  was  considered  to  be  a  capi- 
tal expenditure.     The  asset  ledger  card  should  include, 
as  a  minimum,   the  following  information: 

•  Description  of  item  including  vendor; 

•  Location   (regional  office  of  statewide 
or  large  area  PSROs  or  central  PSRO 
offices) ; 

•  Acquisition  cost   (vendor  cost  plus 
freight,   taxes  and  installation 
charges  minus  discounts  taken; 

•  Salvage  value; 

•  Date  of  acquisition; 

•  Estimated  useful  life; 

•  Annual  depreciation  rate. 

These  records  should  be  balanced  to  the  Fixed  Asset 
and  Allowance  for  Depreciation  accounts  at  the  end  of 
each  grant  period.     A  physical  inventory  of  equipment 
should  be  taken  and  the  results  reconciled  with  the 
property  records  at  least  once  every  two  years. 
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ASSET/OEPRECIATION  RECORD       FURNITURE  AND  EQUIPMENT 


Invoice 
No. 


Dc script  ion/Supplier 


Ck. 
No. 


Purchase ' 


Total   *         Less  Depreciable 
location      Quantity    unit  cost      Freight      Install,  less.  Disc.  Aco.  Cost  Salv.  v.l .  Cost 


ii 
12 

ii 

M 
It 
in 
17 
l« 
Ii 
SI 
Jl 
2* 
11 
U 

H 
-'7 
> 

U 

.11 

S 
U 
M 
* 

V 


I* 
H 
14 

IS 

m 

17 


91 
.'I 


-0 

M 

O 

G 
W 


T 


-J 


12 
1-1 
M 
If 

* 
If 
l~ 
19 
* 

*> 

;i 
:< 


ii 

jj 
u 

M 
* 
v. 


USEFUL        ANNL,    DEP.ANNL.    DEP  , 


I  - 


Rate 


Ahount 


ACCUM.  DEP. 


t  - 


I  - 


Deppec I  at  I  on  - 


Dep.       1981    accum.  Dep.     i9ej         Accux.  Dep.     19«j     Xccum.  Dep 


4  - 


•  - 


•••j  ;  •  •   1   1   

.... 

 1   1  ■  •■  !  ••■•■ 

i 

•  •  •   i     •      |  -    •  •  j 

-t  - 

t  ■  • 


t  ■  —  - 


...j. 

I 

. .  -I 

•■  t 


.1 


•i-r-rr: 


— i 


I— 


HE- 


Jin 

"Tb 

:i» 

t — 
.,u 

IK 

71 

I  - 

L  _= 


M 

cn 

G 
50 

< 

M 
M 
IH 
I 


FIGURE  VIII-2 


ASSET  RECORD 


asset  number 


CLASS  NUMBER 

IDENTIFICATION 
OATA  —  MFRS 


_  DESCRIPTION  OF  ASSET_ 

MA0E_BY  

PURCHASED  FROM  


SHEET  NUMBER 


JLAKT.. ... 
JUILOJISQ. 
_F.LQQB  .  _ 


TOTAL  COST 
NET  BOOK  VALUE 
AT  TRADE-IN 


DEPARTMENT  - 


LOCATION 

DATE  PUT 
INTO  USE 


.  CASH  TRANSACTION 
AfLSUSE  $ 
FREIGHT  J 
INSTALLATION     t  TRADE-IN  VALUE  » 

  .  CASH  DIFFERENCE  * 

BASIS 


 PURCHASE  GUARANTEE 

TRADE-1NJTRANSACTION     DEPRECIATION  . 


ESTIMATED  LIFE 

CLASS  LIFE 

DEPRECIATION 

METHOD 

DEPRECIATION 

RATE 


DEPRECIATION  METHOO 
CHANGED  TO 


TOTAL  COST  OR  BASIS 

7%  INVESTMENT  CREDIT 

ADJUSTED  BASIS 
20%  1ST  YEAR 
ALLOWANCE 
DEPRECIATION 
BASIS 
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CHAPTER  IX 
ESTABLISHING  AND  MAINTAINING 


THE  GENERAL  LEDGER 


The  expense  portion  of  the  General  Ledger  maintained 
by  an  organization  provides  the  basic  cost  accounting  in- 
formation for  internal  and  external  reporting.     If  de- 
veloped around  the  financial  reports  and  properly  ordered, 
this  section  of  the  General  Ledger  will  save  hours  of  time 
each  month  when  preparing  output  reports. 

The  specific  ledger  records  may  be  different  for 
each  PSRO,  as  internal  management  statements  and 
external  reporting  requirements  vary  from  one  organiz- 
ation to  another.     The  functional  ledger  records  re- 
commended in  this  chapter  are  specifically  designed 
for,  and  limited  to,   the  following  external  reports: 

•  Recipient  Report  of  Expenditures  -  DFAFS 
Report  2  7 

•  SF  269  -  Financial  Status  Report 

The  above  reports  are  discussed  in  greater  detail  in 
Chapter  XII. 

The  functional  ledger  records  are  specifically 
tailored  to  the  Chart  of  Accounts  presented  in  Chapter 
III.     The  proposed  records  are  designed  to  meet  all 
DHEW  requirements  with  a  minimum  of  PSRO  bookkeeping 
effort.     Standard  accounting  worksheet  paper  may  be 
used  for  the  forms  recommended  for  the  functional 
ledger . 

The  essential  steps  for  General  Ledger  accounting 

are : 

•  Establishment  of  the  ledger  records 
by  function  control; 

•  Post  the  ledger; 

•  Consolidation  of  cost; 

•  Preparation  of  DFAFS  27; 

•  Preparation  of  SF  269  -  Financial  Status 
Report ; 


-    99  - 


Functional  Control  of  Expenses 

Most  PSROs  control  expenses  by  "natural  class"  (wages 
travel,  supplies,  etc.)   for  internal  management  purposes 
and  prefer  to  maintain  the  General  Ledger  in  this  fashion 
However,   SF  269  -  Financial  Status  Report  requires  that 
"functional"  control   (Program  Management,  Program  Support, 
Long  Term  Care,  Ambulatory  Care,  Admission  Certification/ 
Continued  Stay  Concurrent  Review,  Non-Delegated  MCE,  Other 
Review,  Areawide    Hospital  Review)   also  be  maintained. 
There  are  two  alternate  methods  for  maintaining  this  con- 
trol. 

•  In  worksheet  format  as  an  extension  of 
the  Cash  Disbursement  Journal 

•  In  functional  ledgers  as  part  of  the  General 
Ledger  expense  accounts 

The  exact  format  of  the  General  Ledger  will  vary  for 
each  PSRO  according  to  the  internal  needs  and  the  idio- 
syncrasies of  the  accountant.     However,  according  to 
the  Chart  of  Accounts  in  Chapter  III  of  this  manual  the 
control  account  would  be  the  natural  class  and  the 
subsidiary  accounts  would  be  for  the  functions.  This 
approach  is  suggested  because: 

(1)  Most  PSROs  control  expense  by  natural 
class ; 

(2)  The  frequency  of  reports  dictates  the 
most  expedient  accounting  methodology. 

Specifically,   the  accounting  records  readily  pro- 
vide data  for: 

•  DFAFS-27  •-  Recipient  Report  of  Expenditures 
(Quarterly) 

•  SF  269  -  Financial  Status  Report  (Quarterly) 

The  maintenance  of  functional  ledgers  is  straight- 
forward and  comes  directly  from  the  Cash  Disbursements 
Journal.     Figure  IX-1    (page  102)   is  self-explanatory 
in  showing  the  recapitulation  of  the  Disbursements 
Journal  and  the  posting  to  the  General  Ledger  and  func- 
tional    ledgers.     The  functions  for  the  HCFA  grant  are: 

11  -  Program  Management 
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12  -  Program  Support 

13  -  Long-Term  Care  Review 

14  -  Ambulatory  Care  Review 

15  -  Admission  Certification  Continued  Stay 

Concurrent  Review 

16  -  Nondelegated  MCE  Studies 

17  -  Other  Review  (Identify) 

18  -  Areawide  Hospital  Review 

Additional  subsidiary  accounts  can  be  added  for  multiple 
funding  sources  and  for  other  cost  functions,  as 
necessary. 

Posting  the  Ledger 

Posting  is  the  accounting  process  of  making 
accounting  entries  from  the  source  of  original  entry 
to  the  functional  ledgers.     For  most  PSROs,  the  source 
of  original  entries  will  include: 

•  General  Journal 

•  Cash  Disbursements  Journal 

•  Payroll  Journal 

The  general  rule  for  posting  Federal  review 
activity  is  that  all  accounting  transactions  entered 
in  the  General  Ledger  500  series  of  accounts  must 
be  posted  to  the  functional  ledgers,   using  the 
appropriate  functional  expense  codes. 


References  should  be  used  to  assure  that  entries 
are  properly  posted  to  the  ledgers.     For  most  PSROs, 
all  postings  to  the  ledgers  must  be  complete  for  each 
month  in  order  to  balance  and  reconcile. 


Preparation  of  SF  269  Financial  Status  Report 

This  reporting  requirement  applies  to  all  costs 
(Parts  I,   II  and  III  -  functions  11  through  18)  and 
is  illustrated  in  Chapter  XII.     The  functional  ledgers 
show  the  monthly  sub-totals  for  each  component,  as 
discussed  above.     At  the  end  of  the  quarter,   the  sub- 
totals for  each  of  the  prior  three  months  should  be 
added  on  a  separate  line  of  the  subsidiary  ledgers,  and, 
once  the  ledgers  are  balanced  and  crossfooted  for  each 
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function,  the  quarterly  totals  may  be  transferred 
directly  to  the  SF  269  reports. 

Preparation  of  DFAFS-27 — Recipient 
Report  of  Expenditures 

Conditional  PSROs  using  a  Letter  of  Credit  for 
funding  will  be  required  to  meet  DFAFS  reporting  re- 
quirements by  preparing  a  brief  quarterly  report  - 
DFAFS  27  -  indicating  in  aggregate  cumulative  totals 
all  cash  withdrawals,  disbursements  and  remaining  unspent 
funds.     The  Letter  of  Credit  will  be  withdrawn  if  this 
report  is  not  submitted  by  the  15th  day  of  the  month 
following  the  end  of  each  calendar  quarter. 

Note  that  on  page  1  of  DFAFS  27    (Figure  IX-2)   is  a 
reference  to  "Part  I  -  Open  Awards."     This  refers  to 
Open  Awards  only,   not  to  Part  I  of  the  PSRO  budget. 
Likewise,   Part  II  of  DFAFS  27  refers  to  Closed  Awards, 
not  Part  II  of  the  budget.     Accounting  for  Part  I 
(appropriated  funds)   is  done  by  the  DFAFS  Document 
Number  with  the  "A"  suffix.     Parts  II  and  III  of  the 
budget    (Medicare  Trust  Funds)   are  accounted  for  by  the 
DFAFS  document  number  with  the  "B"  suffix   (see  page 
105)  . 
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FIGURE  IX-2 


DEPARTMENT    OF    HEALTH.    COUCATION.    AND  WELFARE 
DEPARTMENTAL    FEDERAL    ASSISTANCE    FINANCING  SYSTEM 
RECIPIENT   REPORT   OF  EXPENDITURES 


PACE  I 


SORT i      DCC  NO 


PIN 
E4J7 


PAYEE  CAS  NO. 
I-»00JI1 J7«-A| 


REGION 
IX 


FINANCE  OFFICER 
MYF  A VOR I TE  PSRO 
123  MAIN  STREET 
ANY  TOWN ,  U.S.A. 


OPEN  AWARDS 


INSTI TUTION 
CONTROL  NO. 


CRS 
NUMBER 


DFAFS  DOCUMENT 
NUMBER 


AUTHORI {ED 
AMOUNT 


EXPENDED 
AMOUNT 


1-90021 

IJ7S-AI          05-105  7*16608 

IS9, 338 

00 

5105. 

288 

02 

PART  ! 

1    TOTALS        ( 2 

OOCUMENTS  > 

43J.977, 

00 

$261, 

JUL 

90 
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FIGURE  IX-2 


OF  AF  S  27A 


DEPARTMENT    OF    HEALTH,    EDUCATION.     AND  WELFARE 
DEPARTMENTAL    FEDERAL    ASSISTANCE    FINANCING  SYSTEM 
CASH    BALANCE    AND    CERTIFICATION    STATE  HE NT 


PACE  t 
AS    OF  06/30/79 


FINANCE  OFFICER 
MYFAVORI TE  PSRO 
123  MAIN  STREET 
ANYTOWN,  U.S.A. 


PIN 
E637 


PAYEE  CPS  NO. 
1-900? I  I  3  76  -  A  I 


CASH  ACCOUNTABILITY 
(SEE    278   FOR  COMPUTATION) 


28".  ,  7  10.  3S 


LESS   TOTAL  EXPENDITURES 
(PART    1    AND  PART    II)      S  264 ■ 709 . 00 


FEDERAL   CASH  HELD  BY 
RECIPIENT   AS  OF 
06/30/78 


S    JO, 001. 35 


THE   FEDERAL   CASH  BALANCE   REPRESENTS   CASH  REQUIREMENTS   FOR    T ME  ENSUING 


20 


REGION 
I  » 


(NUMBER ) 

THE   AMOUNT   OF   THE   FEDERAL   CASH  BALANCE   HELD   BY   SECONDARY   RECIPIENTS  IS   


WHEN  AN  EXPENDITURE  BEING  REPORTED  IS  GREATER  THAN  THE  AUTHORIZED  AMOUNT.  PLEASE 
EXPLAIN    THE    0  I FFERENCE I 


UNDER  PENALTIES  OF   PERJURY.    I    DECLARE    I    HAVE   EXAMINED   THIS   REPORT    AND   CERTIFY  THAT 
THE   EXPENDITURES   AND   FEDERAL    CASH  BALANCE   FIGURES   SHOWN   HEREON   ARE   CORRECT    TO  THE 
BEST   OF   MY   KNOWLEDGE   AND   THAT   THESE   EXPENDITURES   HAVE   BEEN  MADE   FOR   THE  PURPOSES 
OF.    AND   IN  ACCORDANCE   WITH,    THE   APPLICABLE   AWARD   TERMS   AND  CONDITIONS. 
I    FURTHER   CERTIFY    THAT   FINAL   EXPENDITURES  REPORTED  ON   AWARDS  HEREIN   AGREE  EXACTLY 
WITH  FINAL   EXPENDITURE   REPORTS  PROVIDED    IN   HEW   AWARDING  ORGANIZATIONS. 


SIGNED   DATE   

NAME         AND  POSITION 

NAME   AND  PHONE   NUMBER  OF   PERSON   TO  BE    CONTACTED  REGARDING   THIS  REPORT 

NAME   

(PLEASE   PRINT   OR  TYPE) 

AREA   CODE   AND  PHONE  NUMBER   

RETURN  ORIGINAL   COPY   OF    THIS  REPORT  TO- 

OHEW/OS/FEOERAL    ASSISTANCE    FINANCING  BRANCH 
ROOM  833 

S600  FISHERS  LANE   C/C   ROCKWALL  BLOG. 
ROCK V  I LLE ,    MD .  20857 
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Figure  IX-2 


OFAFS   278                DEPARTMENT  OF  HEALTH,    EDUCATION.    AND  WELFARE  PAGE  3 

DEPARTMENTAL   FEDERAL   ASSISTANCE   FINANCING  SYSTEM  AS  OF  06/30/76 
CASH  ACCOUNTABILITY  REPORT 
FROM  APRIL    1,    1976   TO   JUNE    30.  1976 

FINANCE   OFFICER  PIN  PAYEE   CRS  NO.  REGION 

MYF>  VOR I TE  PSRO  E637  1 -9002 1  1 376- A I  IX 

123  MAIN  STREET 
AN Y  TOWN .  U.S.A. 

CASH  ACCOUNTABILITY   AS  OF   APRIL    I,    1978  264,710.39 
ADVANCES   TO  PAYEE   DURING   THIS  PERIOD 

DATE  SCHEDULE  VOUCHER  AMOUNT 

S/1S/76  90*4  006  20,000.00  284. 710. 38 

TOTAL  20.000.00  284,710.35 

CASH  ACCOUNTABILITY   AS   OF   JUNE    30,  1978 


{THE  CONTACT  POINT  IN  DFAFS  WHO  Isl 
{   RESPONSIBLE   FOR   YOUR   ACCOUNT    IS  ! 

t  : 

t  NAME  ! 
2    TELEPHONE   NUMBER  J 

:  i 
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CHAPTER  X 


THE  TRIAL  BALANCE  FUNCTION 


The  four  processes  of  the  Trial  Balance  Function 
consist  of: 

•  Trial  Balance  Preparation 

•  Adjusting  Journal  Entries 

•  Accounting  Report  Preparation 

•  Year-End  Closing 

Trial  Balance  Preparation 

The  trial  balance,  as  mentioned  in  previous 
chapters,  is  merely  a  listing  of  all  General  Ledger 
accounts  having  balances  to  assure  that  debits  equal 
credits.     Trial  balances  may  be  taken  at  any  time  as 
an  arithmetic  check  and  can  consist  of  only  an  adding 
machine  tape.     The  recommended  PSRO  accounting  system 
requires  a  monthly  trial  balance  procedure  as  an  in- 
tegral part  of  the  accounting  cycle   (refer  to  Figure 
1-1 ,  page  3) . 

A  trial  balance  may  be  taken  using  practically  any 
type  of  work-paper  format.     However,  a  combined  trial 
balance  and  accounting  worksheet  is  recommended  in 
order  to  save  time  in  performing  the  month-end  account- 
ing tasks.     The  recommended  worksheet  format,  Figure 
X-l,  reduces  the  amount  of  transcribing,  reduces  pos- 
sibility of  errors,  provides  for  easy  account  adjust- 
ment, permits  easy  preparation  of  internal  financial 
statements,  and  eliminates  the  necessity  of  closing 
the  General  Ledger  accounts  each  month.     It  should  be 
noted  that  the  revenue  and  expense  statement  columns 
can  be  expanded  to  include  debit/credit  columns  for 
each  major  PSRO  grant  or  contract. 

Figure  X-l  has  been  completed,  using  hypothetical 
data,  to  demonstrate  worksheet  completion  for  a  typical 
PSRO. 
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Adjusting  Journal  Entries 


At  month-end  it  may  be  necessary  to  adjust  the 
accounts  to  assure  that  revenues  earned  or  expenses 
incurred  are  recorded.     The  recommended  worksheet 
contains  special  columns  for  making  the  adjusting 
entries;  of  course,  the  entries  must  also  be  record- 
ed in  the  general  journal  and  posted  to  the  appropri- 
ate accounts.     The  sequential  steps  are: 

•  Take  trial  balance  using  recommended 
worksheet  format; 

•  Record  any  adjusting  entries  to  trial 
balance  worksheet; 

•  Take  adjusted  trial  balance  and  ex- 
tend balances  to  appropriate  revenue 
and  expense  and  balance  sheet  columns; 

•  Prepare  financial  statements  for  PSRO 
management  as  required; 

•  Post  adjusting  journal  entries  to  the 
appropriate  General  Ledger  accounts. 

Accounting  Report  Preparation 

The  trial  balance  worksheet  may  be  used  for  pre- 
paring the  standard  internal  financial  statements. 
As  noted,  PSROs  with  several  on-going  programs  may 
have  to  prepare  separate  statements  for  each  of  the 
programs.     Other  types  of  reports  are  discussed  in 
Chapter  XII. 

Year-End  Closing  Entries 

Most  PSROs  will  be  able  to  keep  the  General  Ledger 
revenue;  and  expense  accounts  open  for  the  entire  year, 
and  duo  to  audit  requirements,  the  closing  process  is 
required  only  once  per  year.     Larger  PSROs  with  several 
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programs  may  have  to  close  certain  non-Federal  accounts 
due  to  specific  requirements.     The  accounting  procedures 
for  closing  the  books  for  a  PSRO  are  basically  the  same 
as  for  most  other  entities  and  are  demonstrated  in  ele- 
mentary accounting  textbooks;  potential  problem  areas 
for  certain  accounts  are  discussed  in  the  narrative  to 
the  Chart  of  Accounts  in  Chapter  III. 
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CHAPTER  XI 


INTERNAL  CONTROL 


General 

In  order  to  control  the  financial  resources  and 
operations  of  a  PSRO  and  provide  adequate  account- 
ability, each  PSRO  should  develop  plans  and  implement 
procedures  for  "internal  control."     This  is  the 
responsibility  of  the  chief  fiscal  officer  of  an 
organization   (hence  the  term  "controller")  and  consists 
of  methods  to: 

•  Safeguard  the  assets  of  the  PSRO 

•  Produce  accurate  accounting  data 

•  Contribute  to  efficient  operation 

•  Adhere  to  management  policies  ,  DHEW/HSQB 
requirements,  and  other  regulations 

and  limitations 

Internal  control,  in  principle,  is  a  plan  or  organi 
zation  under  which  employees'  duties  are  so  arranged 
and  records  and  procedures  are  so  designed  as  to  make 
it  possible  to  exercise  effective  accounting  control 
over  assets,  liabilities,  resources,  and  expenditures. 
Its  basic  application  involves: 

(1)  Division  of  responsibility  among 
different  employees  for  a  sequence 
of  related  functions; 

(2)  Clear  establishment  of  each  employee's 
responsibilities  and  duties; 

(3)  Separation  of  the  responsibility  for 
maintaining  financial  and  accounting 
records  from  the  responsibility  for 
operations,  acquisitions,  and  custody 
of  assets; 
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(4)     Use  of  proofs,  checks,  and  other 
security  measures. 

Many  specific  suggestions,  included  in  other 
sections  of  this  manual,  are  presented  in  relation  to 
the  financial  management  functions  when  appropriate  for 
internal  control  purposes.     This  chapter  discusses  the 
general  application  of  an  adequate  system  of  internal 
control  and  specific  measures  designed  to  achieve  it. 

Separation  of  Duties  and  Responsibilities 

Complete  control  by  one  individual  over  a  sequence 
of  related  financial  functions  presents  opportunities 
for  inefficiency.     An  adequate  system  of  internal  con- 
trol will  provide  for  the  separation  of  employees' 
work  so  no  one  employee  performs  a  complete  cycle  of 
operations  which  involve  the  accounting  function. 

Purpose  and  Importance 

The  purpose  of  internal  control  is  to  protect  the 
money  and  other  assets  of  the  organization  against 
employee  error  or  dishonesty.     Although  it  may  be  pro- 
per to  assume  that  all  employees  are  honest,  it  is  un- 
fair to  permit  weakness  in  accounting  controls  to  tempt 
them  toward  dishonesty. 

An  adequate  system  of  internal  control  promotes  com- 
pliance with  HEW  grant  conditions,  regulations,  and 
internal  policies;  prevents  illegal  or  unauthorized 
transactions  or  acts;  and  provides  proper  accounting 
data  and  information  with  a  minimum  of  human  error. 

Strong  internal  control  is  of  special  importance  to 
the  independent  auditor.     The  degree  of  internal 
accounting  control  has  a  direct  bearing    on  the  extent 
of  detailed  checking  required  to  determine  the  reliability 
of  the  records.     If  there  is  a  good  system  of  internal 
control,   the  independent  auditor  is  able  to  perform  his 
examination  by  means  of  test-checking  transactions  by  a 
random  sample.     If  there  is  no  system  of  internal 
control,  or  if  it  is  inadequate,  the  auditor  must  make 
an  exhaustive,  detailed  audit  in  order  to  verify  that 
the  accounting  records  are  correct.     This  consumes  a 
considerable  amount  of  time  on  the  part  of  both  the 
auditor  and  PSRO  employees  and  results  in  a  much  greater 
cost  for  auditing  services. 
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Perhaps  the  greatest  importance  of  sound  internal 
control  is  that  it  protects  PSRO  employees  against 
unwarranted  allegations,  by  fixing  responsibility  and  by 
removing  sources  of  employee  temptation.     Sound  internal 
control  benefits  the  PSRO,  its  employees,  the  Federal 
Government,  and  the  auditors  by  the  proper  control  of 
financial  transactions. 

Occasional  interchanges  of  duties  may  be  useful. 
For  instance,  once  every  few  months  a  completely 
independent  employee  might  be  assigned  the  duty  of 
distributing  payroll  checks  or  reconciling  the  bank 
account . 

Cash 

Many  applications  of  internal  control  have  become 
so  common  in  modern  accounting  that  they  are  not 
thought  of  as  being  related  to  internal  control.  The 
pre-numbering  of  purchase  requisitions,  purchase  orders, 
checks,  cash  receipt  forms,  and  other  documents  is  an 
internal  control  measure  designed  to  identify  a  missing 
document.     The  daily  deposit  of  cash  receipts  intact  and 
obtaining  validated  duplicate  deposit  slips  are  in- 
ternal control  measures. 

One  important  measure  which  is  common  practice  and 
which  would  be  advisable  to  be  taken  by  every  PSRO  is 
the  receipt  of  the  monthly  bank  statement  unopened  and 
the  reconciliation  of  the  bank  account  each  month  by  an 
employee  who  is  not  involved  in  the  expenditure  pro- 
cess or  in  check  preparation. 

Small  PSRO  Internal  Control 

Small  PSROs   (those  with  one  bookkeeper  or  accountant 
and  fev  other  employees)  will  find  it  difficult  to 
establish  a  division  of  employee  duties  and  responsi- 
bilities that  will  result  in  strong  internal  control. 

In  order  to  achieve  the  most  sound  system  of 
internal  control,  distribute  those  needed  functions  to 
the  various  personnel  on  the  staff  in  addition  to  the 
chief  administrative  officer  and  the  bookkeeper. 

If  employees  who  initiate  transactions  also  record 
the  transactions,   the  control  function  of  General  Ledger 
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accounting  is  lost.     The  separation  of  the  operating 
employees'  duties   (including  the  responsibility  for  ac- 
quisition, custody,  and  disposition  of  assets)   from  the 
accounting  employees'  duties  of  recording  and  posting 
transactions  is  another  basis  of  strong  internal  control. 

For  such  PSROs,  it  is  suggested  that  the  chief  admin- 
istrative officer  authorize  purchases,  the  bookkeeper 
process  invoices  for  payment,  and  perhaps  a  member  of  the 
PSRO  governing  board  be  designated  as  treasurer  and  be 
authorized  to  counter-sign  checks.     To  insure  independent 
reconciliation  of  the  bank  account,  the  bank  might  be 
instructed  to  send  the  statement  directly  to  the  PSRO's 
auditors  who  would  prepare  the  monthly  reconciliation. 

Small  PSROs  should  carefully  develop  all  possible 
internal  control  techniques  and  procedures  utilizing  the 
advice  of  their  financial  counsel. 

Internal  Control  Guidelines 

This  section  contains  detailed  ideal  procedures  for 
internal  control.     A  PSPO's  financial  policies  and  pro- 
cedures should  contain  the  controls  stated  to  reflect  the 
following  conditions. 

I .  GENERAL 

1.  Employees'  duties  should  be  reasonably 
fixed  as  to  responsibility.     No  employee 
should  have  responsibility  for  a  complete 
sequence  of  functions. 

2.  Each  position  in  financial  management 
should  have  a  description  explicitly 
listing  duties  and  responsibilities  of 
that  position.     This  job  description 
should  be  kept  up  to  date. 

3.  An  individual  should  be  designated  as 
the  chief  financial  officer. 

4.  Ideally,  the  accounting  function  should 
be  completely  separate  from  the  pro- 
curement  (purchasing)   and  receiving 
functions . 
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5.  Employees'  duties  should  be  rotated 
periodically  to  detect  any  irregularities 
or  departure  from  established  policies  or 
procedures . 

6.  Reports  prepared  for  and  reviewed  by 

PSRO  management  should  contain  information 
sufficient  to  bring  to  light  abnormal 
financial  figures  and  other  discrepancies. 

7.  Journal  entries  should  be  adequately  explained 
and  supported  by  substantiating  data. 


II.      PETTY  CASH  FUNDS 

1.  All  petty  cash  funds  should  be  maintained 
on  an  imprest  basis. 

2.  Only  one  person  should  be  designated  as 
the  petty  cash  custodian  and  this  person 
should  have  sole  responsibility  for  the 
fund . 

3.  The  petty  cash  custodian  should  not 
participate  in  other  cash  handling 
or  accounting  functions. 

4.  An  employee  who  is  not  involved  in 
maintaining  petty  cash  funds  should 
be  designated  to  make  frequent  sur- 
prise counts  of  those  funds. 

5.  A  signed  voucher,  written  in  ink, 
should  be  obtained  for  each  petty 
cash  disbursement. 

6 .  The  maximum  amount  of  any  single 
petty  cash  disbursement  should  be 
limited  to  $20.00   (or  some  other 
reasonable  amount) . 

7.  The  chief  financial  officer  or  other 
responsible  employee  must  approve, 

in  advance,  any  petty  cash  disburse- 
ments in  excess  of  $20.00. 
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8.  Each  petty  cash  voucher,  along  with 
all  supporting  documentation,  should 

be  examined  and  verified  by  a  responsible 
employee  at  the  time  that  reimbursement 
is  made. 

9.  At  the  time  that  the  voucher  is  examined, 
it  should  be  cancelled  or  marked  so  that 
it  cannot  be  reused. 

10.     The  petty  cash  box  or  drawer  should  be 

kept  locked  at  all  times  when  not  in  use. 

III.     CASH  DISBURSEMENTS 

1.  Whenever  a  check  is  voided,  it  should  be 
mutilated  and  retained  for  subsequent 
examination . 

2.  The  sequence  of  check  numbers  should  be 
accounted  for  each  time  the  bank 
account  is  reconciled. 

3.  Checks  must  not  be  signed  in  advance. 

4.  The  practice  of  drawing  checks  payable 
to  "cash",   "petty  cash",   "bearer",  etc., 
should  be  prohibited. 

5.  A  counter  signature  should  be  required 
on  each  check  issued. 

6.  Checks  up  to  a  specified  amount  (for 
example,  up  to  $1,000.00)   and  all  pay- 
roll checks  may  be  issued  without  the 
signature  of  a  board  member.     All  other 
checks  should  be  countersigned  by  a 
board  member's  signature. 

7.  Bank  statements  should  be  received  and 
opened  by  the  employee  who  prepares  the 
bank  reconciliation. 

8.  All  supporting  data  should  accompany 
checks  when  they  are  submitted  for 
signature . 
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9.     All  supporting  documents  should  be  can- 
celled to  prevent  any  subsequent  re-use. 

10.  Any  blank  checks  should  be  properly 
controlled . 

11.  The  issuance  of  checks  based  solely 
on  verbal  authority  should  be  pro- 
hibited. 

12.  All  invoices  or  vouchers  must  be  ap- 
proved in  advance  by  the  responsible 
department  head. 

13.  If  a  separate  payroll  bank  account  is 
maintained,   the  account  should  be 
established  on  an  imprest  basis. 

14.  If  separate  or  special-purpose  bank 
accounts  are  maintained,  they  should 
be  controlled.     Special  accounts  may 
be  used  as  needed,  but  should  be  under 
the  same  control  as  the  regular  accounts. 

15.  A  check  protector   (which  imprints  the 
amounts  of  the  check  in  an  unalterable 
process)   should  be  used  on  each  check 
that  is  issued. 

16.  Although  inadvisable,   if  a  mechanical  or 
facsimile  signature  is  used  for  disburse- 
ments, adequate  control  should  be  exer- 
cised over  the  signature  plate,  die,  or  key. 

IV.  PAYROLL 

1.  The  payroll  should  be  checked  at  regular 
intervals  against  the  personnel  records. 

2.  Clerical  operations  involved  in  the 
preparation  of  payroll  checks  should 

be  double-checked  before  the  checks  are 
distributed. 

3.  If  a  separate  bank  account  is  maintained 
for  payroll,  it  should  be  reconciled  by 
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an  employee  who  is  independent  of  all 
other  payroll  preparation  functions. 


4.  The  issuance  of  any  payroll  checks  prior 
to  the  receipt  of  approved  time-and- 
attendance  reports  should  be  expressly 
forbidden . 

5.  Adequate  controls  should  be  maintained 
to  prevent  the  continuance  of  pay  for 
an  employee  no  longer  working. 

6.  A  cumulative  earnings  record  should  be 
maintained  on  a  current  basis  for  all 
employees . 

V.      PURCHASES  AND  EXPENDITURES 

1.  The  responsibility  for  procurement  should  be 
assigned  to  one  employee. 

2.  The  pre-numbered  sequence  of  used  purchase 
orders  should  be  accounted  for. 

3.  .When  goods  are  received,  a  copy  of  the 

receiving  report  should  go  directly  to 
the  accounting  office. 

4.  The  accounting  office  should  check  each 
invoice  against  the  corresponding  pur- 
chase order  and  receiving  report. 

5.  Each  invoice  should  be  verified  as  to 
price,  extensions,  addition,  discounts, 
freight  charges,  etc.     The  responsibility 
for  this  verification  should  be  assigned 
specifically. 

6.  Account  coding  should  be  double -checked 
prior  to  disbursement. 

7.  A  responsible  individual  should  verify 
each  voucher  to  ascertain  completeness 
of  attachments  and  required  approvals. 

8.  All  vendor's  invoices  should  be  received 
directly  by  the  accounting  office. 
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9.     Employees  should  be  forbidden  from  making 
purchases  for  their  own  use. 

10.  All  purchase  orders  should  be  routed 
through  a  voucher  register  and  not  directly 
through  cash  disbursements. 

11.  A  voucher  register  should  be  maintained  and 
balanced  monthly  with  the  General  Ledger 
control  account. 

12.  A  postage  meter  should  be  used  for  all 
outgoing  mail. 

13.  Controls  should  be  established  over  the  use 
of  any  duplicating  or  photocopying  equip- 
ment.    The   quantities  of  materials  used  or 
copies  made  should  be  accounted  for. 

14.  All  voided  purchase  orders  should  be 
mutilated  and  retained  for  future  exami- 
nation . 

15.  All  purchase  orders  outstanding  should  be 
reviewed  periodically,  and  outstanding 
old  orders  should  be  accounted  for. 

16.  Procurement  policies  should  specify  that 
any  proposed  purchase  in  excess  of 
$10,000.00  require  competitive  quotations 
pursuant  to  Part  74  of  Title  45,  CFR  Subpart  P. 

17.  Expenditure  transaction  files  should  be 
maintained  in  such  a  way  that  supporting 
documents  for  any  transaction  can  be 
easily  located. 

18.  A  master  list  should  be  maintained  of 
all  persons  authorized  to  sign  or  approve 
purchase  requisitions,  purchase  orders, 
receiving  reports,  invoices,  etc. 
Signature  samples  should  be  available  for 
comparison  with  this  list. 

VI.      PROPERTY  AND  EQUIPMENT 

1.     A  property  ledger  should  be  maintained  so 
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that  any  item  of  property  can  be  located 
and  identified. 

2.  The  property  ledger  should  be  balanced 
monthly  against  the  appropriate  General 
Ledger  accounts. 

3.  A  complete  physical  inventory  must  be 
made  of  all  property  and  equipment  at 
least  once  every  two  years. 

4.  All  property  should  be  classified  pro- 
perly as  either  expendable  or  non- 
expendable property. 

5.  All  retirements  and  disposals  of  property 
should  be  properly  approved  and  recorded. 

6.  Whenever  property  is  liquidated,  the  pro- 
ceeds should  be  properly  recorded. 

7.  Damage  to  or  the  loss  of  property  should 
be  properly  treated  on  the  accounting 
records . 

8.  Insurance  recoveries  from  loss  of  or 
damage  to  property  should  be  properly 
recorded . 

VII.  OTHER 

1.  Whenever  accounts  receivable  are  material, 
subsidiary  ledgers  should  be  maintained 
and  proper  controls  should  be  applied 

to  them. 

2.  All  business  advances,   including  employee 
travel  advances  ,  should  be  accounted  for 
promptly. 

3.  All  PSRO  borrowings  or  Joans  should  be 
specifically  approved  by  the  principal  re- 
presentative of  the  aoverning  board. 

4.  All  investments  should  be  properly  re- 
corded and  controlled. 
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5.     All  physicians  and  physician  advisors 

who  spend  time  on  PSRO  activities,  should 
submit  signed  vouchers  for  reimbursement 
for  that  time. 
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CHAPTER  XII 


THE  REPORTING  SYSTEM 


The  final  step  in  the  financial  management  and 
accounting  process  is  the  preparation  of  periodic 
management  reports  on  the  financial  aspects  of  PSRO 
operations.     At  this  point,  all  records  previously  pre- 
pared are  consolidated  to  present  results  of  current 
operations  to  internal  management  and  external  authorities. 
Reference  is  again  made  to  the  PSRO-FMAS  Overview  pre- 
sented in  Chapter  I   (Figure  1-1  on  the  following  page) ; 
this  exhibit  depicts  the  flow  of  accounting  information 
and  prerequisite  steps  to  report  preparation.  This 
chapter  presents  some  internal  reports  and  a  complete 
discussion  of  the  external  reports. 

Internal  Reports 

The  types,   format,   and  frequency  of  internal 
accounting  reports  are  factors  totally  dependent  upon 
each  of  the  PSRO's  management  requirements.  Managers 
of  the  smaller  PSROs  may,   as  noted  in  previous  chapters, 
not  have  a  full  double-entry  accounting  system;  rather, 
they  may  use  only  a  simple  disbursements  ledger  to 
complete  the  external  reports  and  perform  a  monthly  cash 
account  reconciliation  for  internal  purposes.  Managers 
of  larger,  more  complex  PSROs  may  have  several  account- 
ing personnel  and  maintain  an  expanded  accounting  system 
including  all  of  the  above-mentioned  subsidiary  journals 
and  ledgers  and  may  require  a  more  sophisticated  month- 
end  reporting  system  consisting  of,   for  example: 

•  Balance  Sheet   (Figure  XII-1) 

•  Expense  Statements,  including: 

—  Separate  statements  for  each  program, 
i.e.,  Federal  Parts  I  and  II  and  III, 
non-Federal,   etc.    (Figure  XII-2  and  -3) 

—  Consolidated  Statement  of  Revenue  and 
Expenses   (Figure  XII-4) 

•  Cash  Flow  Statements  and/or  Projections 
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SIMIMtlZAI  ION 
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ACCOUNTtRti  CYCLE  (HOKTM.Y] 


During  Month 

--Recogn  1  »e  t  r  .in-.,,  r  ion  and   record   in    lourna  I   oi   or  I  gl  n.i  1  i-nlrv, 

—  Pout  Journal  entries  to  (ienerol   Ledger  accounts. 

End  of  Month 

— Balance  all  Cenenl   Ledger  accounts  and  take  Trial  Balance. 

—  Prepare  Monthly  Cost /Budget  Analysis. 

--Prepare  Payment   Voucher  for  draw  down  on  Letter  of  Credit    (TVS  |4ftl), 

—  Take  Trial  Balance;  ad(u»t  •>*  necessary. 

--Prepare  internal    financial   reports  requlreil  by  management. 
End  of  Quirter 

--Total  General   ledger  expense  accounts   (bOQ  series)   for  past    J  months; 
prepare  SF  269 

—  Prepare  DFAFS-27  Report. 

End  of  Year 

— Act-rue  Accounts  Payable  and  Payroll. 

— ('lose  all  accounts  for  grant  completion  reporting. 

—  F.ngage   independent   accountant    for  audit. 
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Figure  XII-1 


MYFAVORITE  PRSO 

bALXHCe  shEET 


As  of  January  31,  X978 


ASSETS 


Cash 

Detail  Accounts 
Accounts  Receivable 

Detail  Accounts 
Fixed  Assets 

Detail  Accounts 

TOTAL  ASSETS 


LIABILITIES  t  FUND  BALANCES 


Current  Liabilities 
Detail  Accounts 

Contract  Advances 
Detail  Accounts 

Long-Term  Liabilities 
Detail  Accounts 

SUBTOTAL  LIABILITIES 


Fund  Balance 

Detail  Accounts 

SUBTOTAL  FUND  BALANCES 

TOTAL  LIABILITIES  AND  FUND  BALANCES 
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Figure  XII 


HYFAVORITE  PSRO 
STATEMENT  OF  EXPENSES  -  HEW  CONTRACT 

Month  Ending  January  31,  1977 

Current  Current  VTD 

Month      Budget      Variance  Variance 

PART  I 
Salaries 

Review  Coor- 
dinators 

Technical 

Managerial 

Support 

Fringe  Benefits 

Consultants 

Contracts 

Travel 

Furniture  t 
Equipment 

Space 

Other 

Indirect 

TOTAL  PART  I 


FIGURE  XII-3 


MYFAVORITE  PSRO 
STATEMENT  OP  EXPENSES  -  HCFA  GRANT 

Month  Ending  January  31,  1978 

Current  Current  YTD 

Month      Budget    Variance  Variance 

PARTS  II  AND  III 
Salaries 

Review  Coordinator 

Technical 

Support 
Fringe  Benefits 
Consultants 
Contracts 
Travel 
Indirect 
TOTAL  PARTS  II  AND  III 


to 

00 


MYFAVORITE  PSRO 
CONSOLIDATED  STATEMENT  OF  REVENUE  AND  EXPENSES 

Month  Ending  January  31,  1978 


CURRENT  MONTH 


Actual  Budget  Variance 


REVENUE 
Grant  Revenue- -HCFA 
Grant  Revenue — Other 

TOTAL  REVENUE 

EXPENSES 
Salaries 
Fringe  Benefits 
Consultants 
Contracts 
Travel 

Furniture  t  Equipment 

Space 

Other 

Indirect 

TOTAL  EXPENSES 

SURPLUS  (DEFICIT) 


YEAR  TO  DATE 


Actual  Budget  Variance 


c 

(D 
X 


Accounts  Receivable  Listings 


•  Accounts  Payable  Listings 

— Separate  comparison  reports  for 
each  program,   i.e.,  Federal,  non- 
Federal,  etc. 

— Separate  comparison  reports  for 
specific  functions  within  a  pro- 
gram,  i.e.,  admission  certification 
continued  stay  concurrent  review,  non- 
delegated  MCE  studies,  etc. 

— Consolidated  Reports 

•  Indirect  Cost  Analysis  Reports 

The  above  listing  is  not  inclusive  of  all  types  of 
specialized  reports. 

Generally,  the  larger  PSROs  will  either  have  account- 
ing employees  sufficiently  skilled  to  prepare  the  re- 
quired internal  reports  or  receive  DHEW  permission  to 
obtain  professional  accounting  assistance  to  implement 
the  internal  reporting  system  that  meets  that  PSRO's 
specific  requirements. 

External  Reports 

The  Professional  Standards  Review  Organization's 
external  financial  reporting  requirements  are  deter- 
mined largely  by  the  Department  of  Health,  Education 
and  Welfare's  Administration  Regulations  and  by 
HCFA/HSQB's  PSRO  Management  Information  System. 

It  should  be  noted  that  the  DHEW  Regional  Project 
Officer  or  HCFA  Grants  Officer  may  require  supple- 
mental financial  reports  from  the  individual  PSROs. 
Generally,   the  special  reports  are  self-explanatory 
and  require  no  additional  instructional  information. 


The  Financial  Status  Report,   SF  269,   is  required  by 
HCFA  on  a  quarterly  basis.     The  case  illustration  also 
demonstrates  this  process. 
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Case  Illustration 


The  mechanics  of  transcribing  amounts  from  the 
general  ledger  to  the  required  external  report  are 
summarized  in  the  illustration.     There  may  be  additional 
supporting  documentation  required  by  DHEW  for  individual 
PSROs;   the  requirements  presented  in  the  illustration 
represent  the  minimum  requirements  for  all  PSROs 
receiving  grants  from  DHEW. 

In  this  example,  the  hypothetical  PSRO  operates 
on  an  October  1  -  September  30  fiscal/grant  year  with  an 
annual  budget  of  $400,000  Part  I  and  $50,000  Part  II  and 
III.     All  review  is  fully  delegated  and  there  is  no 
ambulatory  care  or  long-term  care  review.  Therefore, 
expenses  are  incurred  only  in  functions  11,   12  and  18. 

On  December  31  the  general  ledger  contained  the 
following  account  balances   (only  balances  for  fixed 
assets  and  expenditures  are  shown) : 

Account  No.  Name  Amount 

151  Furniture  and  Equipment  $  2,500. 

(Note:     Includes  $2,100.00  balance 
brought  forward  from  prior  year 
ending  September  30  and  $400.00 
purchase  of  capitalized  equipment 
on  October  1) 

152  Allowance  for  Depreciation/ 
Furniture  and  Equipment  (210.) 

(Note:     $200.00  brought  forward 
from  September  30  and  $10.00 
depreciation  on  equipment  pur- 
chased October  1) 

5.13-11     Salaries:  Technical-Program 

Management  4,100. 

bi3-ll     Salaries:  Managerial-Program 

Management  83,  000  . 

514-11     Salaries:  Support-Program 

Management  3,200. 
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Account  No.  Name 


Amount 


520-11        Fringe  Benefits-Program 

Management  $2,000. 

532-11        Physician  Consultants-Program 

Management  300. 

534-11        Data  Consulting-Program 

Management  300. 

551-12         In  Area  Travel-Program 

Support  150. 

557-12        Out  of  Area  Travel-Program 

Support  600. 

561-12        Furniture  and  Equipment 

Purchases-Program  Support  500. 

512-18         Salaries:  Technical-Areawide 

Hospital  Review  6,500. 

520-18        Fringe  Benef its-Areawide 

Hospital  Review  400. 

532-18        Physician  Consultants-Area- 

wide  Hospital  Review  500. 

534-18        Data  Consulting-Areawide 

Hospital  Review  300. 

541-18        Contracts:     Data  Pro- 

cessing-Areawide  Hospital 

Review  700. 

551-18        In  Area  Travel-Areawide 

Hospital  Review  150. 

HSQB  requires  PSROs  to  complete  only  the  following 
items  on  SF  269  Financial  Status  Report:     items  1-9,  10A, 
10B,   10H,   10K,   10L   (Column  E  page  1  only) ,   10M,  11A-D 
(if  applicable,  page  1  only),   12  and  item  13.     These  items 
are  to  be  completed  on  columns  A-G  of  page  1  and  columns 
A-D  on  page  2  shown  on  Figure  XII-5.     In  this  case 


Figure  XII-5 


INSTRUCTIONS 


Please  type  or  print  Iftg'bly  Items  1.2,3,  6.  7.  9,  lOd.  10«.  lOg,  10i.  101.  11a.  ar»d  12  are  self  eitplanatory 
specific  instructions  lor  other  items  are  as  follows; 


Entry 


Entry 


4  Enter  the  employ*  identificetion  number  assigned  by 
the  U  S  Internal  Revenue  Service  or  FtCt  (institution) 
code.  ■<  required  by  the  Federal  sponsoring  ef  »ocy 

5  This  tpece  is  reserved  lor  en  eccoun!  number  or  other 
identifying  numbers  that   may  be  assigned  by  the 

recipient 

8  Enter  the  month,  day,  end  yeer  o'  the  beginning  end 
end-ng  of  (hit  proiect  period  For  torrrtute  granti  that 
•re  not  ewerded  on  i  proiKt  basis    thow  the  grent 

pe'*od 

10  The  purpose  of  vertical  columns  (el  through  (f)  it  to 
provide  financial  date  'or  eech  prog'am.  function,  end 
activity  in  the  budget  et  approved  by  the  Federal  tpon 
soring  agency  It  addit>onai  columns  ere  needed,  use  es 
many  additional  forms  ai  needed  and  indicate  page 
number  in  tpece  provided  m  upper  r.ght.  however,  thr 
totals  o'  all  programs  functions  or  activrtiet  should  be 
shown  ,n  co'umn  (g)  ot  the  first  page  For  agreements 
pertaining  >o  several  Catalog  o(  Federal  Domestic 
Assistance  programs  that  do  not  require  a  further 
functional  or  activity  classification  breakdown,  enter 
under  columns  (a)  through  <0  th«  title  of  the  program 
For  grants  or  other  amttance  agreements  containing 
multiple  programs  where  one  or  more  programs  require 
a  further  breakdown  by  function  or  activity,  use  a 
teparate  form  for  eech  program  showing  the  applicable 
functions  or  activities  m  the  separate  columns  For 
grants  or  other  assistance  agreements  containing  sev 
erai  functions  or  activities  which  are  funded  from 
several  programs  prepere  a  separate  form  for  each 
activity  or  function  when  requested  by  the  Federal 
sponsoring  agency 

10*  Enter  the  net  outlay  This  amount  should  be  the  same 
as  the  emcunt  reported  in  Lme  lOe  of  the  lest  report 
if  there  has  been  an  adiustment  to  the  emount  shown 
previously  p'r*ase  attac''  *>pienation  Show  isro  if  this 
is  the  initial  -sport 

10b  Enter  the  tot*t  gross  p'Ogrem  outlays  (less  rebates 
refunds  end  other  discounts)  for  this  report  period, 
including  disbursements  o'  cash  -eei-red  as  program 
income  Fo'  reports  rret  ere  prepared  on  a  cash 
bas  s,  outlays  are  t"e  sum  of  actual  cash  disburse 
ments  to-  goods  end  serv.ee*  the  amount  of  indirect 
eioense  changed  t*s  value  of  ,n  hind  contributions 
applied  and  tht  emount  of  cash  advances  and 
payments  made  «o  contractors  and  subffrantees  For 
/ports  prepared  on  an  accrued  eipendrture  besH.  out 
.  ire  the  sum  of  actual  cash  disbursements  the 
t  mjunt  o'  -nd.iert  expense  incurred  the  value  of  m 
I  ni  contributions  applied  and  the  net  increase  (or 
i' :reesei  -n  the  emounts  owed  by  the  recipient  for 
<:ods  and  other  property  received  and  for  services 
performed  by  employees  contractor,  subgrentees,  end 
other  payees 


10c  Enter  the  amount  of  ell  program  income  readied  In 
this  period  than  .a  required  by  the  terms  and  con 
drtrons  of  the  federal  award  to  be  deducted  from  total 
project  costs  For  reports  prepared  on  a  casn  basis, 
enter  the  amount  of  cash  income  received  during  the 
reporting  period  For  reports  prepared  on  an  accrue' 
basis,  enter  the  amount  of  income  earned  smce  the 
beginning  of  the  reporting  period.  Wher  the  terms  or 
conditions  allow  program  income  to  be  added  to  the 
total  awerd.  eiplein  m  remarks,  the  source,  amount 
and  disposition  of  the  income 

lOf  Enter  amount  oertaining  to  the  non  Federal  snare  of 
program  outlays  included  m  the  amount  on  line  e 

lOh  Enter  total  amount  of  unliquidated  obligations  for  this 
project  or  program,  including  unliquidated  obligations 
to  subgrentees  and  contractors  Unliquidated  oblige 
tions  ant: 

Cash  besis— obligations  incurred  but  not  paid 

Accrued  eipendrture  basis — obligations  incurred  but 
lor  which  an  outlay  has  not  been  recorded 

Do  not  include  any  amounts  that  have  been  included 
on  knee  a  through  g  On  the  final  report,  line  h  should 
have  a  rero  belence 


10)  Enter  the  Federal  share  of  unliquidated  obligations 
shoem  on  line  h  The  emount  shown  on  this  line  should 
be  the  difference  between  the  emounts  on  lines  h  and  i 

10*  Enter  the  sum  of  the  amounts  shown  on  Unes  g  and  j 
If  the  report  t  final  the  report  should  not  contain  any 
unliquidated  obligations 


10m  Enter  the  unobligated  balance  oi  Federel  funds  This 
amount  should  be  the  difference  between  lines  k  end  I 

Mb    Enter  rete  in  effect  dunng  the  reporting  period 

1  U    Enter  emount  of  the  base  to  which  the  rate  wes  applied 

lid    Enter  totel  amount  of  indirect  cost  emerged  dur.ng  the 
report  period 


11«    f_nter  amount  of  the  Federel  share  charged  dunng  the 
report  period 

If  more  than  one  rete  wes  applied  dunng  the  protect 
period  >nc'ude  e  separate  schedule  showing  bases 
agamat  which  the  indirect  cost  rates  were  applied  the 
respective  indirect  rates  the  month,  day.  and  year  the 
indirect  rales  were  m  affect,  emounts  of  indirect  ei 
Dense  cherged  to  the  protect  and  the  Federal  ehare  of 
indirect  expense  charged  to  the  protect  to  date 
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illustration,   the  PSRO  is  performing  only  delegated  re- 
view,  therefore  only  columns  A,  B,  E,  F,  and  G  on  page 
1  and  column  D  on  page  2  are  completed.     PSROs  per- 
forming long-term  care  review,  ambulatory  care  re- 
view,  and  non-delegated  review   (including  both  admis- 
sion certification  and  continued  stay  concurrent  review 
and  nondelegated  MCE  studies)  would  complete  columns 
A-G  on  page  1  and  columns  A,  B,   and  D  on  page  2.  The 
appropriate  column (s)  would  remain  empty  on  all  required 
items  for  the  specific  review  not  being  performed  by  the 
PSRO. 

The  completion  of  items  1-9  of  SF  269  Financial 
Status  Report  are  self-explanatory.     The  entries  for  the 
required  columns   (using  the  account  balances  at  December 
31  as  listed  previously  and  a  cash  basis  accounting 
system)  under  item  10  is  as  follows   (see  Figure  XII-6) . 


Item  10A  Columns  A-G  on  Page  1  and  Columns 
A-F  on  Page  2  —  For  PSROs  completing  this 
report  for  the  first  time  the  entry  for  the 
required  columns   (depending  on  the  review 
being  performed  as  explained  in  the  pre- 
ceding paragraph)  would  be  zero.     For  PSROs 
that  have  filed  this  report  previously  the 
amount  shown  on  line  10A  would  be  the  same  as 
those  shown  on  lines  10A  +  10B  of  the  last  report. 

Item  10B  —  Since  the  PSRO  being  used  in 
this  illustration  performs  only  fully 
delegated  review  only  columns  A,  B,  E,  F 
and  G  on  page  1  and  column  D  on  page  2 
would  be  completed.     Using  the  account 
balances  for  the  period  ended  December  31; 
the  entries  for  the  required  columns  would 
be  derived  as  follows: 


Column  A 


Page  1  -  Program  Management 


Account  No. 


Amount 


512-  11 

513-  11 

514-  11 
520-11 
531-11 
534-11 


$  4,100. 
83,000. 
3,200. 
2,000. 
300. 
300. 


$92,900. 
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Figure  XII-6 


INSTRUCTIONS 


Please  type  or  'e*,'My  Hems  1.  7  3  6 .7  9,  lOd  lOe  10g,  10-  1 0>  1  la,  and  12  are  self  eipianatory 
specific  instructions  lo»  other  Htms  are  as  follows 


4  f  "Iff  the  HWgtofe'  id#^t''t«t'on  nt-rr'bar  •ttigneo'  by 
I itf  U  S  Intt'"*'  Kevmut  Strvnt  0-  ffCE  (mttitutiO'  I 
crxJr  rf  ftqu"f  by  the  '•derai  ipo«tor-ng  IfftXy 

5  This  tpere  l  leifved  for  an  •ftou^t  nu<nb*r  of  o»t*t* 
.(ifnti*y.«ig  mimM*|  fat  ">ey  be  ati'iff  by  fe 

0  Cntff  |hi  mottin  iit  ar,(i  o'  f  e  eegifMifaj  and 
ending  o*  (n»i  "o.ftt  p**-od  For  *c . |'»iti  thai 
at  not  MMrofd  en  a       i  -  baiit       *  the  gteni 

10  T">«  p.ifpOtt  3'  .ft. re'  f'l.mi  fe<  thnvugtl  ff>  •«  (0 
p'owiOf  ftMHt  *l  -at*  '0'  tecti  cog'*"'  fund  ton.  anc 
ICtivty  in  |ti«  Ijjgft  at  erj'oved  Is'  r"derel  l^>n>', 
tOfmg  HtnCt    "  Ida-t'O"*  :  3>u'*'ni  t'f  -tedta  'ilv  *t 

•"#r">  add  'io"i  nv**»a  i>«  •  t»tf*f;  »t  indiceii  -ag* 
"u  1-bt r  *  »p*'»  P'OVMJfd  ■  -j:  t  *  •  f  gM  hewew  lh* 
tote1*  o'  atl  p'orfM'^t  hl*Cl>ont  *r  »c*  Vtftee  fouM  be 
Ihflwn    P  tp  j"  -  |fi  Df  9*t  ••»«  big*    fflrt  li  M1"'' 

partem  .ng  to  several  <"ate'og  o'  ' eoe-a  r>yi  *♦:•». 
*n  r  ,*pj'»-»  f  »*  dn  "ti  r#q*i<r»  »  >u1»»e* 
tuoct'pnj'  or  *i1  -wtf  c'ett  *-ca'  b'tthO«**n  erttr 
u"df  COlu-  "»  (ii  tnrougr  (')  |l  r  title  0*  pfbg***r 
Fc  e/antt  ojfte*  IMdtince  ag-ten'tntt  rontemmg 
«ni|*ip>  r'0|'i""«         ;'pf  »'  we  .  ogi ,r*  t  r*QU^  e 

•   further   b'tl^down   by  *  IftCtlOfl    o     tltuf'ty    ute  • 

tep*f»tt  term  Nn  tic"  p'0(t'»"'  lowing  th#  epp'-cibi* 

'u"ClOn»  0'  acl'vt't*  i"  the  ttrujratt  CO'jn^nt  Fo- 
il ■* '  i  \  o'  of*'  *w  itetwa  Kfeeweiti  1 1      r.j  if  ■ 

■.f  -f  p'nr'j'"   p'eM'e  1  'o'-"  'j'  f*fh 

■cti»i(y  o-  'iQg*«ttd  li*  me  Fetfe"! 

tpawtownf  .it*',-'y 

10a  t the  itt  Dutriiy  T*««s  *  ■ .  uM  »^ou'd  m  tfe  irr-e 
«t  tnt  *?p*^»d  •  t  -t  10*  el  'tpoi 

II  ftrt  nai  bet^  «d»  <*-*it  Id  •"•c».«t  »ho*»" 
[>'t*TjVy  pt*ire**a(     •>.  »•  Show  I*'" 

IOC     t"'f  IH'tl  P'i|T    Dutiatt    '*t»  *#&*tti 

't'u"d»  •"0  •  '*•*  d'»'Oi,«'«i  fo*  ""»  '*i)0'*  o*'  od 
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Column  B  Page  1  -  Program  Support 


Account  No. 

551-12 
557-12 
561-12 

151 


Amount 

$  150. 

600. 

500. 
1,250. 

400. 
$1, 650. 


(Note:     Only  the  amount  expended  for  capital 
assets  purchased  during  the  period  is  in- 
cluded in  the  report.     Depreciation  for  this 
or  any  other  period  is  not  included  in  the 
report . ) 

Column  D  Page  2 


Account  No. 

Amount 

512- 18 

$6,500. 

520- 18 

400. 

532-  18 

500. 

534-  18 

300. 

541-18 

700. 

551-18 

150. 

$8,550. 

Column  E  Page  1 

Derived  by  adding  column  A+B+C+D=E 

Page  1. 

Column  F  Page  1 

The  total  of  columns  A  through  F  on  page  2  is 
transferred  to  column  F  page  1. 

Column  G  Page  1 

Derived  by  adding  column  E  +  F  =  G  page  1. 

For  the  purpose  of  the  illustration  only  a  limited 
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number  of  the  columns  available  for  reporting  PSRO 
expenditure  activities  have  been  utilized.     The  PSRO 
should  constantly  be  aware  of  the  change  in  reporting 
necessary  with  the  advent  of  different  types  of  reviews. 

•  Item  10H  Columns  A-G  Page  1  and  Columns  A-D, 
Page  2  —  If  the  PSRO  is  reporting  on  a  cash  basis, 
this  line  would  show  any  obligations   (i.e.,  invoices 
received  and  not  paid,  outstanding  purchase  orders, 
etc.)   for  which  services  have  been  received  or  commit- 
ments to  purchase  have  been  made  but  payment  has  not 
been  made  as  of  the  end  of  the  reporting  period.  For 
the  purpose  of  this  illustration,   $500  in  invoices 
have  been  received  from  physician  consultants  $250  in 
invoices  for  office  supplies  and  $500  in  invoices  for 
the  data  processing  contract.     All  invoices  are  unpaid 
as  of  December  31.     For  PSROs  on  the  accrual  basis 
the  following  would  apply: 

(1)  If  line  10B  was  reported  on  a  cash 
basis,   the  PSRO  would  include  on 
line  10H  those  obligations  that  have 
not  been  recorded  in  the  expense 
portion  of  the  General  Ledger,  and 
have  not  been  pdd. 

(2)  If  line  10B  was  reported  on  an 
accrual  basis,   line  10H  would  be 
left  blank.     If  the  report  is  being 
submitted  as  a  final  report  for  the 
program  year,   it  should  not  contain 
any  unliquidated  obligations. 

•  Item  10K  Column  A-G  Page  1  and  Columns  A-D, 
Page  2  —  This  line  should  be  read  as  Total  outlays  and 
unliquidated  obligations  and  is  derived  by  adding  line 
10A  +  10B  +  10H  =  10K  for  each  column  completed  by  the 
PSRO. 

•  Item  10L  Column  E  in  Part  I  only  —  Enter 
the  total  funds  authorized. 

•  Item  10M  Column  E  in  Part  I  only  —  This 
entry  equals  the  difference  between  lines  K  and  L 
(L-K=M) . 
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•  Item  11  —  PSROs  that  have  negotiated  an 
indirect  cost  rate  place  an  "X"  in  the  appropriate  box 
under  A.     Enter  in  11B  the  rate  in  effect  during  the 
reporting  period,   11C  should  show  the  base  to  which 
the  rate  was  applied  and  11D  should  contain  the  total 
amount  of  indirect  cost  charged  during  the  reporting 
period.     Item  HE  is  to  be  left  blank. 

•  Items  12  and  13  are  self-explanatory. 
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CHAPTER  XIII 


COST  ALLOCATION 


With  the  development  of  the  PSRO  program  as  a  whole 
and  PSROs  individually,  many  non-Federal  third  party 
payors  of  health  care  benefits  have  approached  PSROs 
for  review  activities.     The  ramifications  resulting 
from  implementation  of  non-Federal  activity  in  a  PSRO 
can  be  extensive,  and  this  chapter  will  deal  with  the 
item  of  greatest  significance  which  will  require 
attention  in  all  PSROs  as  a  result  of  instituting  non- 
Federal  review,  namely  allocation  of  costs. 

Prior  to  entering  into  non-Federal  reviews,  PSRO 
management  should  determine  how  its  financial  manage- 
ment will  be  affected  and  what  restructuring  will  need 
to  be  done  before  the  activity  commences.     Some  points 
to  consider  are: 

•  Effect  on  tax-exempt  status.     Most  PSROs 
are  classified  as  non-profit  corporations 
under  IRS  rulings  501(c)(3),  501(c)(4) 

or  501(c)(6).     It  is  very  possible  that 
a  non-Federal  contract  could  produce 
some  "surplus"  or  "profit"  which  might 
jeopardize  the  non-profit  status. 

•  Establishing  a  separate  corporation.  Some 
PSROs  might  consider  setting  up  a  new 
corporate  structure  especially  for  the  non- 
Federal  activity.     This  entails  duplicating 
all  the  legal  and  financial  structures, 
separating  staff  or  issuing  two  paychecks 
to  shared  staff  and  working  out  agreements 
for  any  shared  services  or  facitlites. 
Setting  up  a  third  "holding"  corporation 
for  all  shared  services  could  also  be  done 
to  avoid  cutting  two  checks  for  shared 
items.     Separate  corporations  will  not  "hide" 
full  accountability  to  the  Federal  govern- 
ment. 

•  Establishing  separate  financial  records.  A 
separate  set  of  accounting  books  and 
financial  records  could  be  maintained  for 


-    142  - 


each  activity.     This  would  be  similar  to 
setting  up  separate  corporations,  but  without 
the  expense.     Since  the  FMAS  can  incorporate 
up  to  nine   (9)  programs   (and  more  with 
modification)   separate  books  are  not  necessary 
and  will  not  accomplish  anything  except  to 
increase  the  complexity  and  the  workload. 

•      Establishing  cost  allocation  procedures.  If 
any  resources  employed  for  the  Federal  PSRO 
grant  are  to  be  shared  with  other  activities, 
the  basis  and  procedures  for  allocating  the 
cost  of  such  resources  should  be  established 
prior  to  initiating  the  activity.     Where  the 
Federal  and  non-Federal  activities  are  under 
the  same  corporate  umbrella,   the  allocation 
of  costs  will  be  applicable  to  "direct"  as 
well  as  "overhead"  costs. 

In  this  chapter,   several  cost  allocation  method- 
ologies are  presented  for  consideration  and  adoption  as 
appropriate  to  meet  the  varying  needs  of  a  particular 
PSRO  with  activity  in  addition  to  the  HCFA  grant. "  The 
presentation  is  by  no  means  exhaustive.     Provided  that 
the  cost  allocation  procedures  employed  are  based  on 
generally  accepted  accounting  procedures,  are  compatible 
with  historic  costs,  activities  and  budgeted  amounts, 
and  are  consistently  applied,   the  formulae  adopted  by 
the  PSRO  should  meet  the  approval  of  any  and  all  parties 
involved.     In  some  cases,   a  non-Federal  contract  will 
actually  specify  an  allocation  formula  thereby  relieving 
the  PSRO  from  the  decision  to  select  an  allocation 
methodology.     Care  should  be  taken  to  ensure  that  such 
mandated  formulae  do  not  conflict  with  Federal  govern- 
ment requirements.     The  corollary  to  a  required  alloc- 
ation would  be  the  exclusion  of  certain  Federal  cost 
items  from  a  specified  non-Federal  activity  or  similarly 
the  inclusion  of  items  not  allowable  under  a  Federal 
contract.     In  either  of  these  cases,   there  would  be  no 
allocations  involved;  the  costs  would  be  charged 
totally  to  either  one  program  or  the  other 

EXAMPLE :     Myfavorite  PSRO,  a  statewide  PSRO, 
is  negotiating  a  contract  with  the  Blue 
Cross  plan  to  provide  admission  certification 
and  continued  stay  concurrent  review  for  the  Widget 
Company's  1000  employees.     The  Review  Director 
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is  required  to  attend  monthly  program  meetings 
at  the  Blue  Cross  offices,   located  in  a  city 
200  miles  from  the  PSRO's  offices.     All  the 
Widget  hospital  admissions  will  be  treated 
as  nondelegated . 


Discussion : 


1.     Since  this  activity  is  limited  specifi- 
cally to  admission  certification  and 
continued  stay  concurrent  review,  any 
costs  related  to  MCE  studies,  long- 
term  care,  ambulatory  care  and  ancillary 
review  would  be  excluded,   including  the 
managerial  staff  time  associated  with 
the  above  activities,  if  measurable.  If 
specific  areawide  hospital  review  ac- 
tivities such  as  the  data  system  and 
areawide  MCE  studies  are  also  excluded 
from  the  non-Federal  contract,  associated 
managerial  costs  would  also  be  excluded. 


2.  Additional  costs  necessitated  by  the  new 
program  should  be  charged  exclusively  to 
that  program,   such  as  malpractice  in- 
surance, supplies,  travel  to  the  monthly 
meetings,  etc. 

3.  Overall  PSRO  corporate/management  costs 
not  specifically  identifiable  to  a 
particular  activity  need  to  be  allocated 
among  all  programs.     Types  of  costs  in 
this  category  are  associated  with  the 
board  of  directors,  personnel  and 
financial  management  and  executive 
direction . 


Determining  Costs  to  be  Allocated 

The  scope  of  activity  being  undertaken  will 
determine  the  extent  to  which  costs  will  need  to  be 
allocated.     As  in  the  above  example,   the  specific  cost 
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elements  will  need  to  be  identified  before  the  pro- 
gram (s)  are  initiated  and  then  the  methodology  for 
performing  the  distribution  determined.     Some  elements 
which  would  be  affected  are: 

Salaries 

Review  Coordinators 

Managerial 

Technical 

Support 

Consultants 

Travel 

Space 

Furniture  and  Equipment  Usage 
Telephone 

Reproduction  and  Postage 
Supplies 

This  list  is  not  inclusive,  and,  as  explained 
previously,  not  all  the  cost  elements  may  be  applicable. 
Once  the  cost  elements  have  been  determined,  the  bases 
for  the  allocation  must  then  be  circumscribed.  More 
than  one  basis  may  be  appropriate. 

NOTE:     In  the  ensuing  treatise  on  cost,    the  following  dis 
tinotions  are  made: 

"Direct  Costs"  are  those  directly  incurred  and 
identifiable  to  a  specific  activity .  "Over- 
head Costs"  are  those  which  are  identifiable 
and  appropriate  for  a  number  of  activities . 
"Direct  Allocation"  refers  to  allocating  costs, 
whether  "direct"  or  "overhead",   using  empirical 
activity  indicators  or  other  statistically-deter- 
mined usage  figures.      "Indirect  Allocation"  refers 
to  the  distribution  of  overhead  costs  using  a  pre- 
negotiated  percentage  rate  applied  to  a  defined 
element  of  direct  cost. 

Direct  Cost  Allocation 

For  most  PSROs,   the  methodology  most  logically 
applicable  to  cost  allocation  is  the  direct  methodology. 
The  reasons  are   (1)   data  is  readily  available  to  deter- 
mine the  bases;  and   (2)   the  non-Federal  activity  rarely 
exceeds  40%  of  the  PSRO's  total  activity.  Additionally, 
direct  cost  allocation  is  far  simpler  to  establish 
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than  indirect  allocation,   since  it  does  not  require 
prior  negotiation  or  approval  of  the  Division  of  Cost 
Allocation;   DHEW  Regional  Administrative  Support 
Center.     However,   it  is  important  to  thoroughly  docu- 
ment the  bases  for  allocations,  apply  them  consis- 
tently, and  periodically  revalidate  the  bases  or 
establish  them  anew  if  common  sense  dictates  that 
prior  bases  are  no  longer  appropriate. 

Direct  allocation  of  cost  is  applied  using 
activity  indicators  or  usage  figures,   gathered  either 
through  direct  observation  or  actual  counts.  Examples 
of  these  measures  are: 

•  Hospital  Admissions 

•  Long  Term  Care  Admissions 

•  Patient  Days 

•  Number  of  Reviews  Performed 

•  Ambulatory  Records  Reviewed 

•  Square  Feet  Occupied 

•  Personnel  Level  of  Effort 

•  Number  of  Copies  Made 

•  Pieces  of  Mail  Posted 

These  measures,  or  others,  are  segregated  by  pro- 
grams,  i.e.,   HCFA,   Blue  Cross,   State  Medically  Indigent, 
etc.     The  actual  allocation  is  calculated  by  dividing 
the  cost  component (s)   by  the  total  of  the  measure 
selected  and  multiplying  the  resultant  unit  cost  by  the 
number  of  units  assigned  to  each  activity.     Or,   the  per- 
centage of  each  activity's  units  to  the  total  can  be 
calculated  and  then  applied  to  the  total  cost.  Figure 
XIII-1  is  illustrative  of  the  kind  of  calculations  which 
should  be  performed  at  least  monthly,  and  this  will  also 
serve  as  documentation  of  the  allocation.     For  items 
which  are  costed  out  when  invoices  are  paid   (such  as 
long  distance  telephone  calls)  ,   it  is  important  to  note 
which  items  apply  to  which  program  and  to  back  out  the 
expense?  from  the  totals  prior  to  applying  any  rate 
established  for  shared  cost  items. 

DcYza  collection  can  be  structured  in  many  ways 
depending  on  the  needs  of  each  PSRO.  Personnel 
alio  ations  are  obtainable  from  time  sheets  such  as  those 
illu  .trated  in  Figures     VI-1  and  VI-2.     Log  sheets  can 
be  uied  for  recording  postage,   photo  copies  and  long 
distance  telephone  calls    (Figure  XIII-2).  Activity 
reports  such  as  that  in  Figure  XIII-3  can  be  implemented 
also.     These  data  collection  sheets  should  be  used  as 
source  documents  for  the  cost  allocation  audit  trail  in 
much  the  same  fashion  as  audit  trails  for  the  accounting 
system  are  maintained. 
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FIGURE  XIII-1 


MYFAVORITE  PSRO 
COST  ALLOCATION  RECORD 

ACCOUNTING  PERIOD  m  

BASE  UTILIZED  - 

FEDERAL       BLUE  CROSS       STATE  TOTAL 

PATIENT  DAYS         

REVIEWS         

ADMISSIONS         

LABOR  DISTRIBUTION        

PERCENTAGE         


ACCOUNT  NO.  ACCOUNT  NAME  DEBIT  CREDIT 


PREPARED  BY: 


POSTED: 


DATE: 


APPROVED: 


FIGURE  XIII-2 

XEROX  LOG 

NUMBER  OF  COPIES/PROGRAM 
DATE  INITIALS  PSRO  STATE  BLUE  CROSS  EQUITABLE 


TOTAL  COPIES 
X 


LONG  DISTANCE  TELEPHONE  LOG 

PROGRAM  TO 

DATE       BE  CHARGED      TIME       PARTY/LOCATION       TELEPHONE  NO.  INITIALS 
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REVIEW  COORDINATOR 
WEEKLY  ACTIVITY  REPORT 


WEEK  ENDED   

COORDINATOR  NAME 
HOSPITAL  NAME 


HON 

TUBS 

WED 

THURS 

FRI 

FEDERAL 
ADMISSIONS/DISCHARGES 

FEDERAL  REVIEWS 

BLUE  CROSS 
ADMISSIONS/DISCHARGES 

BLUE  CROSS  REVIEWS 

TOTALS 

FEDERAL 

BLUE 

CROSS 

»  BILLS  CERTIFIED 

TIME  CHARGED  PER  TIME  SHEET 


-    149  - 


Indirect  Cost  Allocation 

Indirect  costs  are  those  costs  shared  jointly  by 
review  programs  but  which  are  not  readily  subject  to 
treatment  as  direct  costs.     In  an  instance  where  an 
indirect  cost  rate  is  applied,   it  will  always  be  after 
the  direct  allocation  has  occurred.     In  other  words, 
all  costs  may  be  allocated  solely  by  a  direct  method- 
ology,  if  appropriate,  but  use  of  an  indirect  rate  will 
always  be  preceded  by  some  form  of  direct  cost 
allocation . 

The  technicalities  of  establishing  an  indirect 
cost  rate  are  set  forth  in  a  document  published  in 
1974  by  HEW  known  as  OASC-5  Cost  Principles  and 
Procedures  for  Establishing  Indirect  Cost  and  Other 
Rates  for  Grants  and  Contracts  With  the  Department  of 
Health,   Education  and  Welfare.     Specifically,  Section 
1,    Appendices    1  and  2,  page  39  through  54,  are 
pertinent  for  the  calculation  of  the  rate  and 
Appendix  3  for  the  sample  negotiation  agreement.     It  is 
important  to  note  that  indirect  cost  rates  must  always 
be  negotiated  with  and  approved  by  the  Regional 
Comptroller  for  DHEW,   and  in  some  cases  a  major  budget 
modification  may  be  necessary  once  the  rate  is  approved. 

Percentum  Rate  for  Allocation  of  Costs 

The  use  of  a  percentum  proration  for  allocating 
costs  is  applicable  only  when  Federal  and  non-Federal 
review  programs  are  identical.     That  is,   the  admission 
of  a  non-Federal  patient  will  be  reviewed  exactly  as 
all  Federal  patients,  the  same  data  will  be  collected 
and  data  analyses   (profiles,  MCEs)  performed  as  though 
there  was  no  distinction  in  the  primary  payment  source 
for  the  patient.     The  basis,  then,  can  be  either 
patient  days,  number  of  reviews,  number  of  discharges 
or  some  other  overall  program  measure.     In  the  example, 
review  Activity  was  limited  to  admission  certification 
and  cont i nued  stay  concurrent  review.     Number  of  reviews 
was  the  measure  used  since   (in  the  absence  of  any  better 
meas  ire)   it  reflects  actual  staff  activity.     Number  of 
rev:  aws  is  not  necessarily  the  preferred  measure,  as  in 
any   jiven  situation  another  basis  may  be  more  appropriate 
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The  computation  is  as  follows: 


Number  of  Reviews  Percentage 

Federal  22,000  77 

Blue  Cross  5,000  17 

State  Farm  1, 250  4 

Prudential  500  2 

28,750  100% 


Since  the  actual  figures  are  likely  not  to  be 
available  simultaneously  with  the  closing  of  the 
accounting  period,   it  is  permissable  to  book  the 
allocation  using  estimates  and  then  make  adjustments 
as  necessary  when  the  actual  count  has  been  determined. 

Accounting  Entries—Cost  Allocation 

As  has  been  discussed,  costs  can  be  allocated 
using  a  "direct"  allocation  or  an  "indirect"  allocation. 
Accounting  entries  will  vary  depending  on  the  methodology 
selected . 

Allocating  the  direct  and  overhead  costs  using  a 
direct  allocation  method  can  occur  at  the  time  the 
check  is  cut  and  the  entry  recorded  in  the  disbursements 
journal.     For  example,  a  telephone  bill  for  $1,500 
could  be  determined  to  be  distributed  by  use  of  a  log 
for  long  distance  calls  and  a  proration  for  the  base 
service  established  from  a  use  study.     When  the  dis- 
bursement is  recorded,   the  entry  could  be: 

Dr.     584-12  PSRO  Telephone  $983.67 

Dr.     584-22  State  Telephone  291.20 

Dr.     584-32  Blue  Cross  Telephone  $225.13 

Cr.     111-00  Cash  $1,500.00 

It  is  also  possible  to  accumulate  costs  for 
allocation  using  a  prorated  distribution  as  explained 
on  page   15C-     When  the  costs  are  incurred,  a  "suspense" 
account  would  be  charged.     Using  the  program  and  func- 
tional accounts  from  Chapter  III,  the  program  would 
be  "corporate"  and  the  function  "overhead".     For  the 
example  of  the  telephone  bill,   the  entries  would  be: 

Dr.     584-99  Telephone  $1,500.00 

Cr.     111-00  Cash  $1,500.00 
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During  the  designated  period,  all  shared  costs 
would  be  booked  in  a  like  manner.     At  the  end  of  the 
period,  the  appropriate  program  and  function  would  be 
charged  using  a  journal  entry.     For  example,  using  the 
percentages  from  page  151 ,     the  journal  entry  for  the 
telephone  expense  would  be: 

Dr.  584-12  Federal  Telephone  $1,155.00 
Dr.  584-22  Blue  Cross  Telephone  255.00 
Dr.  584-32  State  Farm  Telephone  60.00 
Dr.  584-42  Prudential  Telephone  30.00 

Cr.   584-99  Telephone  $1,500.00 

At  the  close  of  the  accounting  period,  any 
accounts  with  the  "99"  suffix  should  have  a  zero  (0) 
balance . 

Accounting  for  indirect  costs  is  very  similar  to 
the  above  series  of  entries.     Assume  that  telephone  is 
an  element  of  the  indirect  cost  rate.     When  the  invoice 
is  paid,   the  entry  would  be: 

Dr.   584-99  Telephone  $1,500.00 

Cr.   111-00  Cash  $1,500.00 

When  the  approved  indirect  rate  is  booked,  the 
entry  would  be  as  follows   (assume  the  rate  is  60%  of 
direct  salary  expense,  which  this  month  totals 
$32,000) : 

Dr.   599-12     PSRO  Indirect  Expenses  $19,200.00 

Cr.   500-99  Allocated  Indirect  $19,200.00 

At  the  close  of  the  account  year,  ideally,  the 
costs  charged  to  accounts  511-589  with  the  -99  suffix 
will  equal  the  amounts  distributed  in  account  number 
500-99.     If  the  amounts  are  not  equal,  the  following 
adjustments  will  need  to  be  made: 

•  500-99  is  greater  than  the  total  of 
511-589/99  -  a  surplus  exists  and 
the  indirect  rate  will  need  to  be 
adjusted  down. 

•  511-589/99  is  greater  than  500-99,  thus 
not  all  the  costs  have  been  covered 

by  the  indirect  rate  and  the  rate  will 
need  to  be  increased  to  recover  this 
deficit . 
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